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EXECUTIVE  SUMMARY 


The  study  identifies,  explains,  compares  and  assesses  the  principal 
differences  among  public  sector  pension  plans,  private  pension  plans  and 
the  Canada  Pension  Plan  with  emphasis  on  those  differences  which  affect 
pension  fund  investment. 

PART  I:  LEGISLATIVE  AND  REGULATORY  FRAMEWORK 


General  Legislation 

Ontario's  public  sector  pension  plans  have  generally  operated  within  the 
same  federal  and  provincial  legislative  framework  as  private  sector  pension 
plans . 

However,  there  are  four  characteristics  of  the  TSF  and  PSSF  which  are 
worthy  of  note: 

o  TSF  and  PSSF  initial  unfunded  liabilities  need  not  be  amortized  as 
required  of  all  other  Ontario  pension  plans; 

o  TSF  and  PSSF  escalation  payments  are  partially  funded  which  is  a 

financing  alternative  used  by  only  one  other  Ontario  public  sector 
plan  (Ryerson)  and  rarely  used  by  private  sector  plans; 
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o  The  government  is  pay-as-you-go  financing  the  cost  of  indexing  TSF  and 
PSSF  pensions  that  were  in-pay  prior  to  the  introduction  of  SABA  in 
1975.  While  the  pay-as-you-go  financing  option  is  available  to  all 
plans,  escalation  of  past  benefits  is  usually  financed  by  private 
sector  plans  or  other  public  sector  plans  on  a  funded  basis. 

o  The  TSF  and  PSSF  are  fully  invested  in  20  to  25  year  Ontario 
non-marketable  debentures/deposits  which  would  be  considered 
inappropriate  by  other  public  and  private  sector  pension  plans  because 
of  the  forgone  higher  investment  returns  available  from  a  diversified 
portfolio . 

Specific  Legislation 

Six  of  the  seven  public  sector  pension  plans  explicitly  addressed  in  the 
Task  Force's  Terms  of  Reference  have  their  benefits,  financing  and 
investment  provisions  specified  in  legislation  or  regulations.  These  are 
the  TSF,  PSSF,  SAF,  OMERS,  Hydro  and  WCBSF.  HOOPP  is  not  specified  in 
legislation . 

Specification  of  pensions  in  legislation  can  inhibit  needed  change  in 
benefits  and  financing  because  of  competing  demands  for  a  place  on  a 
government's  legislative  agenda  and  the  concern  about  potential  adverse 
political  or  public  reaction. 
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Changes  to  the  TSF,  PSSF  and  SAF  would  be  most  difficult  because  the 
details  of  their  contributions,  benefits,  funding  and  investments  are 
specified  by  statute  which  can  only  be  changed  by  the  Legislature. 

Changes  to  OMERS,  Hydro,  WCBSF  would  be  less  difficult  because 
contributions,  benefits,  funding  and  investments  are  covered  by  regulations 
which  can  be  amended  by  Order-in-Council .  The  OMERS  Act  does  contain 
provisions  specifying  the  terms  and  conditions  of  investment  in 
non-marketable  Province  of  Ontario  debentures. 

PART  II:  IMPACT  OF  CHANGING  LEGISLATION  ON  PENSION  INVESTMENT 

Changes  to  federal  Income  Tax  Act  and  Ontario's  Pension  Benefits  Act  will 
cause  a  larger  proportion  of  Canada's  aggregate  saving  to  flow  through  the 
retirement  income  system. 

In  addition  to  this  aggregate  effect,  changing  legislation  will  alter  the 
flow  of  savings  among  individuals  and  institutional  participants  within  the 
retirement  saving  system.  It  is  expected  that: 

o  There  will  be  a  shift  to  defined  contribution  and  individual  RRSP 

arrangements  from  defined  benefit  arrangements,  and  the  shift  will  be 
greater  in  the  private  sector  than  in  the  public  sector; 
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o  This  shift  means  a  larger  proportion  of  future  pension  investment 
decisions  will  be  made  by  individuals  rather  than  plan  sponsors; 

o  Because  individuals  are  more  risk  averse  and  have  shorter  time 

horizons  than  plan  sponsors,  a  larger  proportion  of  pension  savings 
will  be  initially  invested  in  short  term,  low  risk,  non-equity 
investments ; 

o  Financial  intermediaries  are  expected  to  develop  new  products  that 
will  redirect  individual  pension  savings  to  longer  term,  higher 
return,  higher  risk  debt  and  equity  investment;  and, 

o  Because  the  shift  to  defined  contribution  and  RRSP  arrangements  will 
be  less  significant  in  the  public  sector  than  the  private  sector, 
public  sector  pension  plans  will  become  proportionally  a  larger  source 
of  debt  and  equity  capital. 

PART  III:  SIMILARITIES  AND  DIFFERENCES  BETWEEN 

PRIVATE  AND  PUBLIC  SECTOR  PENSION  PLANS 


Benefits,  Indexation  and  Contributions 

Public  sector  pension  plans  across  Canada  and  in  Ontario  generally  provide 
higher  pension  benefits  than  private  sector  pension  plans.  For  example 
9^.3%  of  Canada's  public  sector  plan  members  belong  to  final  or  best 
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average  pension  plans,  while  only  31.8%  of  private  sector  members  belong  to 
these  types  of  plans  and  the  remaining  68.2%  of  private  plans  members 
belong  to  career  average,  flat  benefit  or  money-purchase  plans. 

An  estimated  66%  of  public  sector  employees  across  Canada  have  their 
pensions  partially  or  fully  indexed  to  inflation,  while  only  6%  of  private 
sector  members  have  indexed  benefits.  While  no  firm  data  is  available,  it 
is  generally  believed  that  most  large  private  sector  employers  update 
pensions  on  an  ad  hoc  basis  by  an  average  40%  of  changes  in  the  Consumer 
Price  Index. 

An  estimated  46%  of  Ontario's  approximately  504,000  public  sector  pension 
plan  contributors,  including  contributors  to  university  pension  plans,  have 
their  benefits  automatically  escalated  by  some  degree  to  inflation.  A 
further  52%  have  their  benefits  updated  regularly  on  an  ad  hoc  basis.  Only 
2.0%  do  not  have  inflation  protected  benefits,  but  these  are  principally 
members  of  defined  contribution  plans. 

While  public  sector  plan  members  do  have  higher  pension  benefits,  they  also 
make  higher  contributions  to  their  plans  than  private  sector  members. 
Virtually  100%  of  Ontario  public  sector  members  belong  to  contributory 
plans  and  92.2%  contribute  between  6.0%  and  8.0%  of  earnings  to  their 
plans.  In  contrast,  only  45.6%  of  private  sector  members  are  in 
contributory  plans  and  of  these  members  only  32%  have  contribution  rates 
6.0%  or  higher. 
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Asset  Mix  and  Investment  Performance 


Data  on  the  investment  policies,  asset  mix  and  comparable  investment 
returns  on  private  and  public  sector  pension  plans  are  available  for  only 
the  five  year  period  1981-85. 

At  December  31 »  1985,  Ontario  public  sector  pension  plans  with  market 
investments  had  an  average  asset  mix  of  41%  equities,  39%  bonds,  11% 
mortgages,  4%  cash  and  5%  in  other  investments  such  as  real  estate  and 
venture  capital.  With  the  exception  of  the  relatively  high  representation 
of  mortgages,  this  asset  mix  is  similar  to  the  average  private  sector 
pension  plan. 

Investment  performance  of  market  invested  public  sector  pension  plans  was 
similar  to  private  sector  plans.  The  median  annualized  return  of  a  sample 
of  21  large  public  sector  plans  over  the  five  year  period  1981-85  was  15.1% 
compared  to  14.8%  for  all  pension  plans. 

The  similarity  in  public  and  private  sector  asset  mixes  and  investment 
’'eturns  indicates  that  public  sector  pension  fund  investment  decisions  are 
as  efficient  and  effective  as  private  sector  pension  fund  investment 
decisions . 
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PART  IV;  MEMBER  PARTICIPATION  AND  FUND  MANAGEMENT 


Current  Member  Participation 

Currently  there  is  little  member  participation  in  any  aspect  of  pension 
plan  administration  among  single  employer  private  sector  pension  plans. 

Only  5  of  23  single  employer  private  sector  plans  surveyed  by  William  M. 
Mercer  Limited  indicated  formal  member  participation,  and  only  1  of  the  5 
plans  allowed  member  participation  in  pension  fund  investment  decisions. 

In  contrast,  there  is  currently  a  high  level  of  member  participation  in  the 
administration  of  public  sector  pension  plans.  Of  35  public  sector  plans 
for  which  sufficient  information  was  available,  28  or  80%  indicated  plan 
members  participated  in  plan  administration.  The  28  plans  accounted  for 
80%  of  all  Ontario  public  sector  pension  plan  assets  and  include  the  four 
largest  plans;  OMERS,  TSF,  PSSF  and  HOOPP. 

There  is  a  high  degree  of  union  representation  among  public  sector  pension 
plan  member  representatives.  Of  the  28  plans,  71%  or  20  plans  have  union 
employees  as  member  representatives. 

Public  sector  member  representatives  have  varying  degrees  of  influence  on 
investment  fund  decisions  ranging  from  no  participation  to  joint  control  of 
investment  decisions. 
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Future  Member  Participation 


Ontario’s  proposed  new  Pension  Benefits  Act  ensures  that  plan  members  can 
form  Pension  Advisory  Committees  to  observe,  comment  and  make 
’"ecommendations  regarding  the  various  aspects  of  pension  plan 
administration . 

Future  member  participation  in  private  sector  pension  plans  is  expected  to 
increase  substantially  because  of  the  new  PBA  provisions.  Of  the  18 
surveyed  plans  which  do  not  have  member  representation,  11  expect  that  a 
pension  committee  will  be  formed  once  the  PBA  is  passed. 

However,  all  but  one  of  the  private  sector  sponsors  indicated  that  the  new 
Pension  Advisory  Committees  would  only  be  able  to  comment  on,  and  make 
recommendations  regarding  plan  administration.  They  would  have  no  decision 
making  or  voting  authority. 

It  is  expected  that  the  ongoing  controversy  over  the  ownership  of  pension 
plan  surpluses  will  increase  private  sector  members’  interest  in  the 
administration  of  the  pension  plans  to  which  they  belong. 

Because  of  its  already  high  level  of  member  representation,  the  Ontario 
public  sector  is  not  expected  to  be  greatly  affected  by  this  aspect  of  the 
new  PBA. 
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PART  V:  CANADA  PENSION  PLAN  AND  PUBLIC  SECTOR  EMPLOYMENT  PLANS 


If  the  Government  wished  to  pursue  a  policy  designed  to  promote  Ontario’s 
economic  development  through  directed  investments,  the  use  of  the  CPP  fund 
is  most  defensible.  The  CPP  is  universal,  its  benefits  are  guaranteed  and 
its  benefit  and  contribution  rates  are  not  affected  by  investment  returns. 
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INTRODUCTION 


This  study  identifies,  explains,  compares  and  assesses  the  principal 
differences  among  public  sector  pension  plans,  private  sector  pension  plans 
and  the  Canada  Pension  Plan.  Emphasis  has  been  placed  on  those  differences 
which  affect  pension  fund  investment.  This  information  will  help  the  Task 
Force  determine  how  to  ensure  that  the  investment  of  public  sector  funds 
best  serves  pension  beneficiaries,  meets  the  circumstances  of  today's 
financial  environment  and  advances  the  province's  economic  development. 

Part  I  summarizes  the  legislative  framework  within  which  Ontario  private 
and  public  sector  pension  plans  operate  and  notes  four  special 
characteristics  of  the  PSSF  and  TSF. 

Part  II  reviews  major  changes  to  federal  tax  legislation  and  provincial 
pension  legislation  which  will  affect  private  and  public  sector  pension 
plan  investments.  How  these  changes  will  affect  the  saving  and  investment 
patterns  of  private  sector  pension  plans,  public  sector  pension  plans  and 
individual  '•etirement  saving  arrangements  is  analyzed. 

Part  III  examines  the  principal  differences  and  similarities  between 
private  and  public  sector  pension  plans  with  respect  to  benefits, 
contributions  and  investments.  Data  on  various  financial  aspects  of  public 
sector  plans  are  also  presented. 
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Part  IV  summarizes  new  legislative  requirements  encouraging  member 
representation  in  pension  plan  administration.  The  extent  to  which  members 
of  private  sector  plans  currently  participate  in  fund  administration  is 
assessed  and  the  extent  to  which  they  will  participate  in  the  future 
because  of  the  new  legislation  provisions  is  estimated.  Finally,  the 
implications  of  membership  representation  on  investment  decisions  is 
discussed . 

Part  V  compares  the  basic  membership  and  financing  characteristics  of  the 
Canada  Pension  Plan  and  Ontario  public  sector  pension  plans.  This  provides 
a  basis  for  considering  the  implications  of  different  investment  objectives 
for  CPP  and  public  sector  pension  funds. 


I 


LEGISLATIVE  AND  REGULATORY  FRAMEWORK 


Part  I  summarizes  the  legislative  and  regulatory  framework  within  which 
Ontario  public  and  private  sector  pension  plans  operate,  highlights 
particular  features  of  the  specific  legislation  governing  the  major  public 
sector  plans  and  comments  on  the  restrictive  aspects  of  specifying  the 
terms  of  public  sector  pensions  through  legislation.  It  concludes  with  a 
discussion  of  the  special  legislative  treatment  of  public  sector  plans. 

1 .  General  Legislation 

Income  Tax  Act  and  Regulations 

The  federal  government  encourages  employee  groups  to  save  for 
retirement  by  allowing  employees  and  employers  to  deduct  pension 
contributions  from  their  respective  taxable  incomes.  Also  the 
investment  earnings  of  the  pension  fund  to  which  both  employees  and 
employers  contribute  are  accumulated  free  of  taxation.  However,  once 
the  proceeds  of  these  arrangements  are  paid  as  pensions  or  otherwise 
withdrawn  from  their  tax  sheltered  position,  they  are  taxable  in  the 
hands  of  the  recipients. 

There  are  a  number  of  criteria  which  must  be  satisfied  before  a 
pension  plan  becomes  eligible  or  "registered"  for  favourable  tax 
status  under  the  Income  Tax  Act.  Perhaps  the  most  significant 
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criteria  deal  with  the  limits  imposed  upon  the  amount  of  funds  which 
may  be  accumulated  under  favourable  tax  status.  These  restrictions 
are  related  to  the  maximum  pension  benefits  for  which  the  government 
will  provide  tax  assistance  and  they  apply  to  private  and  public 
sector  pension  pains. 

Extensive  new  rules  governing  maximum  tax  assistance  for  retirement 
savings  become  effective  1988.  While  the  new  rules  and  their 
ramifications  are  complicated,  the  two  principal  objectives  of  the  new 
tax  legislation  are: 

(1)  To  provide  comparable  levels  of  tax  assistance  under  defined 
benefit,  defined  contribution  and  individual  RRSP  arrangements; 
and 

(2)  To  restrict  lifetime  tax  sheltering  of  retirement  saving  to  an 
amount  that  is  sufficient  to  provide  an  individual  member  an 
annual  pension  of  70J  of  final  earnings,  with  an  overall  earnings 
limit  of  twice  the  annual  average  industrial  earnings. 

Currently,  the  maximum  tax  assisted  annual  pension  is  $60,000. 

The  federal  income  tax  legislation  also  provides  that  registered 
pension  plans  are  subject  to  a  1.0%  per  month  tax  on  foreign  holdings 
in  excess  of  10%  of  the  book  value  of  the  fund  at  the  time  of 
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acquisition.  This  provision  effectively  restricts  Canadian  pension 
fund  investments  in  foreign  property  to  of  the  total  pension  fund. 
The  rationale  for  this  restriction  is  that  in  exchange  for  the 
granting  of  favourable  tax  status,  pension  funds  should  invest  in 
Canada . 

Pension  Benefits  Act  and  Regulations 

Through  the  establishment  of  minimum  standards,  the  Ontario  Pension 
Benefits  Act  (PBA)  regulates  the  operation,  solvency  and  investment  of 
employment  pension  plans  which  cover  employees  in  economic  sectors 
under  Ontario's  jurisdiction.  Six  other  provinces  and  the  federal 
government  have  similar  legislation  governing  pension  plan  members 
under  their  jurisdictions.  In  1986  about  10,500  plans  were  governed 
by  Ontario  legislation. 

After  nearly  ten  years  of  study  and  debate,  the  Pension  Benefits  Act 
in  concert  with  the  legislation  of  other  jurisdictions  is  soon  to  be 
substantially  revised.  Ontario's  proposed  legislation  to  amend  the 
Pension  Benefits  Act  has  had  Second  Reading  and  has  been  reviewed  by  a 
Legislative  Committee.  There  is  a  host  of  important  changes  governing 
the  operation  of  employment  pension  plans,  and  the  principal  changes 
include : 

vesting  after  2  years  membership; 

eligibility  for  membership  after  2  years  employment; 
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mandatory  survivor  benefits; 

assured  portability; 

minimum  50%  employer  contribution; 

pension  advisory  committees  if  requested  by  plan  members;  and 
coverage  of  part-time  employees. 

The  Government  of  Ontario  also  plans  to  proceed  with  mandatory 
inflation  protection,  however  the  particular  method  and  whether  it 
should  be  retroactive  as  well  as  prospective  remains  to  be  decided.  A 
special  three  person  Task  Force  has  been  established  to  recommend  to 
the  Government  by  the  end  of  1987  the  best  way  of  implementing 
inflation  protection. 

Draft  regulations  under  the  proposed  new  Pension  Benefits  Act 
governing  the  solvency  of  employment  pension  plans  have  been 
circulated  for  comment.  These  new  regulations  would  revise 
substantially  the  funding  standards  currently  applied  to  pension 
plans.  The  emphasis  for  funding  would  be  placed  on  ensuring  there  are 
sufficient  assets  to  pay  promised  pension  benefits  in  the  event  a  plan 
is  terminated.  Essentially  the  proposed  new  minimum  standards  would 
strengthen  the  funding  of  those  types  of  pension  plans  that  are  most 
likely  to  be  poorly  funded  on  a  termination  basis,  while  affording 
more  funding  flexibility  for  those  plans  that  are  most  likely  to  be 
well  funded  on  termination.  The  former  are  flat  benefit  and  career 
average  plans,  and  the  latter  are  final  and  best  average  plans. 
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Draft  proposals  for  regulations  governing  pension  fund  investment  have 
also  been  circulated.  These  proposed  regulations  would  revise 
substantially  the  rules  governing  pension  fund  investments.  Current 
legislation  depends  upon  the  "legal  list"  approach  which  sets 
particular  standards  for  evaluating  the  quality  of  individual 
investments.  For  example,  common  stock  purchases  are  restricted  to 
those  companies  which  have  had  earnings  of  at  least  4.0%  during  at 
least  four  of  the  last  five  years,  including  the  last  year  of  the 
period.  The  4.0%  is  calculated  on  the  average  price  of  the  issued 
stock.  However,  proposed  regulations  drop  these  fixed  minimum 
standards  in  favour  of  allowing  pension  plans  to  make  "prudent" 
investments.  The  prudence  of  an  investment  would  be  judged  within  the 
context  of  the  overall  risk  and  return  profile  of  the  pension  fund, 
not  on  the  merits  of  the  particular  investment  in  isolation. 

Current  investment  regulations  also  imposes  quantitative  restrictions 
on  the  amount  a  pension  fund  can  invest  in  particular  securities.  For 
example,  not  more  than  10%  of  the  fund  can  be  invested  in  the 
securities  of  a  single  corporation,  and  a  fund  may  not  purchase  more 
than  30%  of  the  common  shares  of  one  corporation.  As  well,  there  are 
maximum  limits  on  real  estates  investments.  These  quantitative  rules, 
with  some  variation,  reappear  in  the  proposed  regulations  to  ensure 
that  pension  funds  possess  a  minimum  level  of  risk  diversification. 
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The  new  investment  regulations  will  continue  to  allow  pension  plans  to 
invest  100%  of  their  funds  in  bonds  or  debentures  issued  or  guaranteed 
by  the  Government  of  Canada  or  a  province  of  Canada. 

Employment  Standards  Act 

Section  34  of  Ontario’s  Employment  Standards  Act  (ESA)  establishes 
standards  for  benefit  plans  offered  to  employees  by  employers. 

Benefit  plans  include  employer  sponsored  pension  plans.  In  general, 
the  Act  does  not  permit  the  terms  of  a  benefit  plan  to  differentiate 
on  the  basis  of  age,  sex,  marital  status  or  other  criteria.  However, 
under  the  regulations  of  the  Employment  Standards  Act  pension  plans 
are  exempted  from  the  prohibitions  against  differentiation  among 
employees.  For  example,  while  the  Act  prohibits  the  differentiation 
of  benefits  or  contributions  by  sex,  its  regulations  exempt  pension 
plans  if  such  differentiation  is  determined  on  an  actuarial  basis. 

Pending  changes  to  the  proposed  new  Ontario  Pension  Benefits  Act  would 
require  the  amendment  of  the  current  regulatory  exemptions  under  the 
Employment  Standards  Act.  For  example,  Ontario’s  new  Pension  Benefits 
Act  will  prohibit  sex  discrimination  in  the  calculation  of  pension 
benefits  and  pension  contributions  which  is  currently  permitted  by  the 
ESA. 
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Specific  Legislation  for  Seven  Plans 

The  legislative  terms  of  the  following  six  public  sector  pension  plans 
and  the  Superannuation  Adjustment  Benefit  Act  are  summarized  in 
Table  1. 

Public  Service  Superannuation  Act 

The  Public  Service  Superannuation  Act  (PSSA)  governs  the  benefits  and 
financing  of  the  pension  plan  covering  Ontario  civil  servants.  The 
terms  of  the  PSSA  make  the  Province  the  guarantor  of  the  Public 
Service  Superannuation  Fund  (PSSF)  including  the  staff  of  a  number  of 
agencies,  boards  and  commissions.  Should  any  deficiency  in  the  Fund 
exist,  it  must  be  met  by  payments  from  the  Province's  Consolidated 
Revenue  Fund. 

The  Chairman  of  Management  Board  has  the  administrative  responsibility 
for  the  PSSA  and  the  Treasurer  of  Ontario  is  the  custodian  of  the 
PSSF.  Assets  of  the  PSSF  consist  of  25  year  deposits  with  the 
Province  which  earn  a  return  that  is  related  by  formula  to  the  yield 
on  outstanding  marketable  debentures  of  the  Province  or  guaranteed  by 
the  Province. 

The  PSSA  provides  a  maximum  70  percent  pension  after  35  years  service 
based  on  the  highest  consecutive  five  year  average  salary,  integrated 
with  the  CPP.  Members  contribute  6.0  percent  of  earnings  to  the  PSSF, 
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SEVEN  ONTARIO  PUBLIC  SECTOR  PENSION  PLANS 
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less  contributions  to  the  CPP.  The  Province  matches  these 
contributions.  Pensions  are  indexed  to  inflation  under  the 
Superannuation  Adjustment  Benefits  Act. 

Teachers'  Superannuation  Act 

The  Teachers'  Superannuation  Act  (TSA)  governs  the  benefits  and 
financing  of  the  pension  plan  covering  Ontario  primary  and  secondary 
teachers.  While  teachers  are  hired  and  paid  by  local  school  boards, 
the  TSA  requires  the  Province  to  make  contributions  to  the  pension 
plan  that  would  normally  be  made  by  the  employer.  Similar  to  the 
PSSA,  the  terms  of  the  TSA  make  the  Province  the  guarantor  of  the 
Teacher's  Superannuation  Fund  (TSF) ,  and  should  any  deficiency  exist, 
it  must  be  paid  from  the  Consolidated  Revenue  Fund. 

The  Minister  of  Education  has  the  administrative  responsibility  for 
the  TSA  and  the  Treasurer  of  Ontario  is  the  custodian  of  the  TSF. 
Assets  of  the  TSF  consist  principally  of  non-marketable  Ontario 
debentures  with  maturity  ranging  from  20  to  25  years.  They  earn  a 
return  that  is  related  by  formula  to  the  yield  on  outstanding 
marketable  debentures  of  the  Province  or  guaranteed  by  the  Province. 

The  TSA  provides  a  maximum  70  percent  pension  after  35  years  service 
based  on  the  highest  consecutive  five  year  average  salary,  integrated 
with  the  CPP.  Teachers  contribute  6.9  percent  of  earnings  to  the  TSF 
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less  CPP  contributions.  The  Province  matches  these  contributions. 


Pensions  are  indexed  to  inflation  under  the  Superannuation  Adjustment 
Benefits  Act. 

Superannuation  Adjustment  Benefits  Act 

The  Superannuation  Adjustment  Benefits  Act  (SABA)  was  passed  by  the 
Ontario  Legislature  in  1975  and  provides  for  the  escalation  of 
pensions  payable  by  the  Public  Service,  Teachers’  and  Ryerson  pension 
plans.  Benefits  payable  under  SABA  are  only  partially  funded.  If  the 

contributions  to  the  SABA  funds  are  not  sufficient  to  meet  escalation 
payments,  it  appears  that  the  deficiency  must  be  made  up  out  of  the 

Consolidated  Revenue  Fund. 

The  Chairman  of  Management  Board  has  the  administrative  responsibility 
for  the  SABA  funds  and  the  Treasurer  of  Ontario  is  the  custodian. 
Assets  consist  of  deposits  with  the  Province  and  can  have  terms 
ranging  from  1  to  20  years.  They  earn  a  return  that  is  related  by 
formula  to  the  yield  on  outstanding  marketable  debentures  of  the 
Province  or  guaranteed  by  the  Province. 

Under  SABA,  pensions  are  fully  escalated  to  changes  in  the  Consumer 
Price  Index  up  to  a  maximum  of  8.0  percent  in  any  one  year.  For  those 
years  in  which  the  CPI  increases  by  more  than  8.0  percent,  there  is  a 
carry-forward  of  the  excess  for  application  in  later  years  when  the 
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CPI  increases  by  less  than  8.0  percent.  Members  covered  by  SABA 
contribute  1.0  percent  of  earnings  and  the  Province  provides  a 
matching  1.0  percent  contribution.  There  is  provision  for 
contributions  to  be  increased  if  projections  indicate  there  will  not 
be  sufficient  monies  in  the  SAF  to  meet  escalation  payments. 

The  cost  of  indexing  pension  payable  prior  to  the  introduction  of  SABA 
in  1975  was  assumed  by  the  Province  through  the  Consolidated  Revenue 
Fund . 

Ontario  Municipal  Employees  Retirement  System  Act 

The  Ontario  Municipal  Employees  Retirement  System  Act  (OMERS)  governs 
the  benefits  and  financing  of  the  pension  plan  covering  the  majority 
of  municipal  employees  in  Ontario.  Municipalities  are  employers  for 
the  purposes  of  the  Act.  The  OMERS  Act  specifies  that  employers'  and 
employees'  contributions  plus  interest  must  be  sufficient  to  cover 
benefits  and  expenses.  No  guarantor  of  the  OMERS  benefits  is 
designated . 

Prior  to  1975,  the  Treasurer  of  Ontario  was  the  custodian  and  trustee 
of  OMERS  and  the  Province  borrowed  all  funds  not  needed  for 
expenditures  in  exchange  for  non-marketable  debentures.  Commencing 
1975  there  was  a  gradual  shift  of  OMERS  investments  to  the  capital 
market  and  now  the  OMERS  Board  is  the  administrator  and  principal 
custodian . 
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OMERS  provides  a  maximum  70  percent  pension  after  35  years  service 
based  on  the  highest  consecutive  five  year  average  salary,  integrated 
with  the  CPP.  Employee  contributions  are  currently  7.0%  of  earnings, 
with  the  balance  of  required  contributions  paid  by  the  employer. 
Pensions  are  updated  regularly  for  inflation  on  an  ad  hoc  basis. 

Power  Corporation  Act 

The  Ontario  Hydro  Pension  Plan  is  authorized  and  governed  under  the 
Power  Corporation  Act  and  Ontario  Hydro  is  the  employer  for  the 
purposes  of  the  plan.  Employee  contributions  are  specified  by 
regulation,  currently  5.0%  of  earnings,  and  employer  contributions  are 
the  difference  between  employee  contributions  and  the  cost  of  promised 
benefits  as  determined  by  actuarial  valuations.  No  guarantor  of  the 
Hydro  Plan  benefits  is  designated. 

The  Hydro  Plan  is  invested  in  marketable  securities  permitted  by  the 
Pension  Benefits  Act  and  regulations. 

The  Hydro  Plan  provides  a  maximum  70  percent  pension  after  35  years 
service  calculated  on  the  best  five  year  average  earnings  integrated 
with  the  CPP.  Pensions  have  been  updated  regularly  for  inflation  on 
an  ad  hoc  basis. 
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Workers*  Compensation  Act 


The  Workers*  Compensation  Act  is  the  enabling  legislation  for  the 
Workers*  Compensation  Board  Superannuation  Fund  (WCBSF)  and  the 
Workers*  Compensation  Board(WCB)  is  the  employer  for  the  purposes  of 
the  plan.  Employee  contributions  are  established  by  regulation, 
currently  6.0%  of  earnings,  and  the  balance  of  required  contributions 
are  paid  by  the  employer.  No  guarantor  of  the  WCBSF  benefits  is 
designated . 

The  WCBSF  is  invested  in  marketable  securities  permitted  by  the 
Pension  Benefits  Act  and  regulations. 

The  WCBSF  provides  a  maximum  70  percent  pension  after  35  years  service 
calculated  on  the  best  five  year  average  earnings  over  the  last  ten 
years.  The  benefit  is  integrated  with  the  CPP.  Pensions  have  been 
updated  regularly  for  inflation  on  an  ad  hoc  basis. 

Hospitals  of  Ontario  Pension  Plan 

The  Hospitals  of  Ontario  Pension  Plan  (HOOPP)  is  unique  among  the 
major  public  sector  pension  plans  because  it  is  not  authorized  by  any 
specific  legislation.  The  participating  hospitals  and  several  other 
health-related  agencies  are  the  employers  for  the  purpose  of  the  plan 
and  they  are  responsible  for  meeting  its  actuarial  liabilities.  The 
Ontario  Hospital  Association  has  the  administrative  responsibilities 
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and  a  commercial  trust  company  is  the  custodian  of  the  fund.  No 
guarantor  of  HOOPP  benefits  is  designated. 

HOOPP's  fund  is  invested  in  marketable  securities  and  its  investments 
are  subject  to  the  restrictions  of  the  Pension  Benefits  Act. 

The  HOOPP  plan  provides  a  maximum  70  percent  pension  after  35  years 
service  calculated  on  the  average  five  best  years  earnings  integrated 
with  the  GPP.  Pension  benefits  are  regularly  updated  for  inflation  on 
an  ad  hoc  basis.  Employee  contribution  rate  is  6.0%  of  earnings,  with 
the  balance  of  required  contributions  paid  by  the  employer. 

Implications  of  Specifying  Plans  In  Legislation 

With  the  exception  of  HOOPP,  the  major  public  sector  plans  are  unique 
in  that  their  terms  and  benefits  are  specified  in  legislation  or 
regulations  that  come  under  close  political  and  public  scrutiny.  This 
restricts  the  flexibility  to  change  the  terms  of  public  sector  plans 
relative  to  private  sector  plans.  It  is  possible  that  needed  changes 
could  be  delayed  because  they  do  not  fit  existing  legislative 
priorities.  In  contrast,  private  sector  pension  plans  and  the  many 
public  sector  plans  that  are  not  specified  by  legislation  have  more 
flexibility  to  adjust  benefits  designs  and  financing  arrangements  on 
an  on-going  basis. 
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It  is  more  difficult  to  alter  the  terms  of  the  PSSF,  TSF  and  their 
respective  adjustment  funds.  This  is  because  the  details  of  their 
benefits,  contributions,  financing  and  investments  are  specified  in 
legislation  that  can  only  be  amended  by  the  Legislature.  The  major 
provisions  of  OMERS,  Hydro  and  WCBSF  are  specified  in  regulations 
which  can  be  changed  with  minimum  debate  through  Orders-in-Council . 

4.  Special  PSSF  and  TSF  Characteristics 

The  TSF  and  PSSF  have  four  characteristics  that  distinguish  them  from 
most  other  private  and  public  sector  pension  plans. 

First,  the  government  has  not  been  required  to  amortize  the  initial 
unfunded  liabilities  (lUL)of  the  TSF  and  PSSF  created  when  the  Pension 
Benefits  Act  was  first  introduced  in  1965.  While  the  government  is 
required  to  pay  only  interest  on  this  liability,  the  lUL  of  all  other 
plans  had  to  be  amortized  over  a  period  no  longer  than  25  years. 

With  recent  improvements  in  the  performance  of  bond  portfolios,  the 
TSF  and  PSSF  are  in  surplus  and  their  lULs  have  been  eliminated. 
However,  if  the  SABA  funds  are  ever  merged  with  the  basic  TSF  and  PSSF 
plans,  a  large  unfunded  liability  could  emerge  and  the  government 
would  face  a  substantial  funding  obligation.  This  obligation  could  be 
eased  by  extending  the  current  principle  that  the  government  need  only 
pay  interest  on  an  lUL  to  the  "new  lUL"  generated  by  merging  the  SABA 
funds  with  the  basic  plans. 
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Second,  the  government  has  used  the  current  PBA  provision  that 
escalation  payments  need  be  only  partially  funded.  This  special 
provision  was  introduced  in  1975  to  allow  the  establishment  of  the 
escalation  funds  for  the  PSSF,  TSF  and  Ryerson  Pension  Plan  under 
SABA.  The  provision  was  extended  to  all  plans,  but  it  is  rarely  used 
by  other  pension  plans.  Private  and  other  public  sector  plans  have 
avoided  formal  commitments  to  inflation  protection  unless  these 
commitments  are  fully  funded.  This  suggests  that  the  partial  funding 
alternative,  although  available  to  all  plans,  is  only  operationally 
available  to  the  government  because  it  can  cover  the  risk  of  financing 
possible  future  deficiencies  by  raising  taxes. 

Third,  the  government  accepted  the  full  cost  of  indexing  all  TSF  and 
PSSF  pensions  that  had  commenced  payment  prior  to  the  passage  of  SABA 
in  1975.  The  cost  of  this  benefit  is  financed  on  a  pure  pay-as-you-go 
basis  from  Consolidated  Revenue.  This  full  commitment  to  paying  the 
cost  of  indexation  from  operating  revenue  is  generally  not  a  viable 
option  for  private  sector  plans  or  other  public  sector  plans  because 
of  the  financial  risk  involved.  Escalation  of  past  benefits  would  be 
provided  on  a  funded  basis.  However  government,  with  its  special 
ability  to  raise  revenue  through  taxes,  can  assume  the  risk  of 
pay-as-you-go  financing. 
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Fourth,  the  TSF  and  PSSF  are  invested  fully  in  one  type  of  security: 
long-term  Ontario  non-marketable  debentures  or  deposits.  While 
current  and  proposed  investment  rules  permit  pension  plans  to  invest 
fully  in  government  or  government  guaranteed  securities,  most  private 
sector  plans,  and  certainly  all  private  plans  of  the  size  of  the  TSF 
and  PSSF,  would  consider  such  an  investment  policy  inappropriate.  By 
investing  completely  in  long-term  debt,  the  TSF  and  PSSF  forego  higher 
long  run  returns  that  could  be  earned  from  a  diversified  portfolio 
that  included  equity  investments. 
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II 


IMPACT  OF  CHANGING  LEGISLATION  ON  PENSION  INVESTMENT 


Part  II  reviews  the  possible  major  effects  that  changing  legislation  will 
have  on  private  and  public  sector  pension  plan  investments  with  an  emphasis 
on  differential  impacts.  It  is  important  to  note  that  Ontario  government 
policies  on  the  critical  issues  of  mandatory  inflation  protection  and  the 
ownership  of  surpluses  have  not  been  settled,  and  will  likely  not  be 
finalized  until  1988. 

1 .  Overview 

As  indicated  in  Table  2,  pension  savings  through  employer  sponsored 
pension  plans  have  accounted  for  an  increasing  proportion  of  Canada’s 
gross  savings.  For  the  three  years  1966-68  pension  savings  accounted 
for  15.4  percent  of  gross  savings  and  by  1981-82  the  proportion  had 
grown  to  23.1  percent.  These  percentages  would  be  higher  if  net 
additions  to  RRSP  holdings  were  added. 

TABLE  2 


SAVINGS  AND 

GNP  IN  CANADA 

THREE  AND  TWO 

YEAR  AVERAGES 

1966  -  68 

1978  -  80 

1981  -  82 

GNP  ($  million) 

66,941 

261,31 1 

329,102 

Pension  Savings  ($ 

million) 

2,500 

13,076 

16,915 

Pension  Savings  as 

a  J  of  GNP 

3.7 

5.0 

5.1 

Gross  Savings  ($  million) 

16,232 

61,390 

73,226 

Pension  Savings  as 

% 

of  Gross  Savings 

15.4 

21.3 

23.1 

Gross  Savings  as  % 

of  GNP 

24.2 

23.5 

22.3 

Source;  Ontario  Proposals  for  Pension  Reform  (1984). 
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Table  3  illustrates  the  different  way  individually  and  institutionally 
held  pension  savings  are  invested.  At  the  end  of  1981,  the  latest 
date  for  which  comprehensive  statistics  are  available,  an  estimated  84 
percent  of  individual  RRSP  savings  were  invested  in  short  term,  low 
risk,  lower  return  cash  investments  and  only  4  percent  in  higher 
return,  but  higher  risk  equities.  Cash  deposits  included  1  -  5  year 
certificates  of  deposit.  In  contrast,  RPPs  held  30  percent  in  higher 
risk,  but  higher  return  equities,  38  percent  in  corporate  and 
government  bonds,  and  19  percent  in  cash.  This  difference  in  asset 
mix  largely  reflects  the  greater  willingness  and  ability  of  plan 
sponsors  to  accept  higher  risk  in  exchange  for  expected  higher  long 
run  returns  from  equity  and  bond  investments.  This  distributional 
difference  may  also  reflect  the  financial  advantage  for  individuals  to 
tax  shelter  interest  earnings  in  RRSPs  while  holding  equities  outside 
of  RRSPs  to  take  advantage  of  preferential  taxation  of  dividends  and 
capital  gains. 


TABLE  3 


ASSET  MIX 

OF  RRSPs  AND 

RPPs,  DECEMBER 

31,  1981 

Cash 

Bonds 

Mortgages 

Equities 

Total 

RRSPs 

$  Billion 

21 

1 

2 

1 

25 

Percent 

84 

4 

8 

4 

100 

RPPs 

$  Billion 

10 

20 

7 

16 

53 

Percent 

19 

38 

13 

30 

100 

Source;  Capital 

Markets 

Study,  Business  Committee 

on  Pension 

Policy  ( 
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The  proportion  of  Canada's  gross  investment  savings  originating  in  the 
retirement  system  should  rise  above  the  1981-82  level  of  23.1  percent 
because  legislative  changes  will  raise  minimum  pension  plan  standards 
and  improved  tax  assistance  will  encourage  more  savings  through  the 
formal  retirement  system.  In  addition  to  this  aggregate  effect,  there 
will  be  significant  distribution  impacts.  Legislative  changes  will 
alter  the  flow  of  investment  savings  among  individuals  and 
institutional  participants  within  the  retirement  saving  system.  It  is 
not  possible  to  quantify  the  magnitudes  of  alterations  in  the  flow  of 
savings,  but  tentative  conclusions  can  be  drawn  about  the  direction  of 
the  change  in  savings  flows.  The  analysis  which  follows  suggests: 

o  There  will  be  a  shift  to  defined  contribution  and  individual  RRSP 
arrangements  from  defined  benefit  arrangements,  but  the  shift 
will  be  greater  in  the  private  sector  than  the  public  sector; 

o  This  shift  means  a  larger  proportion  of  future  pension  saving 
investment  decisions  will  be  made  by  individuals  rather  than 
institutions ; 

o  Because  individuals  are  more  risk  averse  and  have  shorter  time 
horizons  than  institutions,  a  larger  proportion  of  pension 
savings  will  be  initially  invested  in  short  term  low  risk 
non-equity  instruments; 
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o 


Financial  intermediaries  will  develop  new  products  that  will 


ensure  individual  savings  flow  to  longer  term,  higher  expected 
return,  higher  risk  debt  and  equity  investments;  and 

o  Because  the  shift  to  defined  contribution  and  RRSP  arrangements 
will  be  less  significant  in  the  public  sector,  public  sector 
pension  plans  will  become  a  proportionally  larger  source  of 
direct  debt  and  equity  capital  in  the  future. 

2.  Impact  of  Proposed  Pension  Benefits  Act  Without  Mandatory 
Inflation  Protection  and  Surplus  Withdrawal  ProhibitionsQ 

The  proposed  changes  to  the  Ontario  Pension  Benefits  Act  have  in 

general  been  anticipated  by  public  and  private  sector  pension  plans  in 

Ontario  for  several  years.  The  overall  impact  of  the  new  pension 

legislation  will  be  to  increase  the  flow  of  savings  through  registered 

pension  arrangements. 

Three  aspects  of  the  proposed  legislation  will  affect  public  and 
private  pension  plan  investments;  increased  cost,  portability  combined 
with  early  vesting  and  pension  advisory  committees. 

Impact  of  Increased  Cost 

Pension  reforms  mean  increased  cost  not  only  because  of  improved 
minimum  standards  such  as  two  year  vesting,  minimum  employer 
contributions  and  coverage  of  part-time  employees,  but  also  because  of 
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the  added  resources  needed  to  administer  the  plan.  This  added  cost 
will  encourage  some  sponsors  of  defined  benefit  plans  to  switch  to 
defined  contribution  plans  which  have  fixed  employer  costs  and  are 
less  expensive  to  administer,  or  possibly  even  replace  their  existing 
defined  benefit  plan  with  a  group  RRSP.  The  shift  away  from  defined 
benefit  plans  would  be  most  pronounced  among  small  and  medium  size 
employers . 

The  shift  to  defined  contribution  arrangements  would  mean  some  pension 
savings  would  shift  from  diversified  equity  based  investment  policies 
to  lower  risk,  lower  return  fixed  income  investment  policies.  This 
would  occur  because  sponsors  of  defined  contribution  plans  would  not 
want  to  assume  the  responsibility  of  deciding  that  their  employees 
should  participate  in  higher  risk  equity  based  investments. 

As  well,  individuals  participating  in  substitute  group  RRSPs  would 
undoubtedly  allocate  a  higher  proportion  of  their  savings  towards 
short  term,  low  risk  investments  which  now  characterize  individual 
RRSP  investment  patterns. 

It  is  expected  that  the  shift  to  defined  contribution  arrangements 
because  of  the  cost  of  reform  would  be  stronger  among  private  sector 
plans  than  public  sector  plans.  Public  sector  plans  would  be  less 
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affected  because  their  benefit  structures  frequently  contain 
provisions  that  match  or  exceed  the  new  proposed  standards. 

Portability  and  Two  Year  Vesting 

Assured  portability  combined  with  two  year  vesting  means  that  more 
terminating  employees  will  transfer  their  accumulated  pension  savings 
to  locked-in  RRSPs.  Thus  pension  savings  invested  in  a  diversified 
pension  fund  portfolio  will  be  transferred  to  RRSPs  which  follow  more 
conservative  investment  policies.  With  the  passage  of  time  and 
continued  labour  mobility,  a  higher  proportion  of  pension  savings  will 
be  in  conservatively  managed  individual  RRSPs. 

In  economic  sectors  with  high  labour  mobility,  it  is  also  possible 
that  portability  rights  of  employees  will  encourage  some  plan  sponsors 
to  pursue  more  conservative  or  cash  oriented  investment  policies. 

This  would  mean  less  investment  in  equities. 

Pension  Advisory  Committees 

Plan  members  would  have  the  right  to  form  a  pension  advisory 
committee.  The  purposes  of  an  advisory  committee  are  to  monitor  plan 
administration,  make  recommendations  respecting  plan  administration 
and  promote  awarness  and  understanding  of  the  plan  among  plan  members. 
While  these  pension  committees  will  be  able  to  advise,  the  legislation 
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does  not  require  the  employer  to  accept  advice  or  grant  the  committee 
a  vote  in  the  operation  of  the  pension  plan. 

As  currently  described  in  draft  legislation,  the  new  Pension  Advisory 
Committees  may  have  little  practical  impact  on  pension  fund 
investments.  However,  with  the  passage  of  time  it  is  possible  that 
the  Pension  Advisory  Committee  will  grow  in  influence  and  possibly 
affect  investment  policies  pursued  by  plan  sponsors.  This  would  be 
more  likely  to  occur  if  pension  funds  come  to  be  viewed  as  the 
property  of  plan  members. 

3.  Impact  of  Mandatory  Inflation  Protection 

Ontario  intends  to  introduce  mandatory  inflation  protection,  but  the 
means  by  which  this  is  to  be  implemented  remains  to  be  decided.  How 
inflation  protection  will  affect  the  private  and  public  sector  pension 
plan  investment  will  depend  not  only  on  cost,  but  also  on  the  formula 
selected.  It  is  assumed  that  inflation  protected  benefits  will  have 
to  be  funded. 

Impact  of  Cost 

For  many  plan  sponsors,  inflation  protection  will  be  the  major  cost 
component  of  pension  reform.  For  example,  it  is  estimated  that  if 
future  accrued  pensions  (but  not  past  entitlements)  are  escalated  to 
60  percent  of  the  Consumer  Price  Index,  inflation  protection  will 
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account  for  two-thirds  of  the  overall  aggregate  cost  of  reform.  In 
the  face  of  this  additional  cost,  the  magnitude  of  the  shift  from 
defined  benefit  to  defined  contribution  pension  plans  and  the 
associated  impact  of  the  investment  of  pension  savings  will  be 
increased . 

The  impact  of  the  shift  away  from  defined  benefit  plans  will  be 
further  magnified  if  inflation  protection  is  made  retroactive.  Most 
plan  sponsors  will  accept  the  need  for  mandatory  inflation  protection 
for  future  service,  but  its  retroactive  application  and  associated 
cost  would  result  in  more  employers  contemplating  the  redesign  or 
possible  termination  of  their  defined  benefit  plans. 

It  is  expected  that  private  sector  plans  will  be  more  likely  to  shift 
to  defined  contribution  arrangements  in  the  face  of  mandatory 
inflation  protection  than  public  sector  plans.  This  is  because  a 
higher  proportion  of  public  sector  plans  now  fund  and  provide  for 
regular  ad  hoc  updates  to  compensate  for  inflation  than  do  private 
sector  plans  and  therefore  the  cost  impact  on  public  sector  plans  will 
be  much  less  significant  than  for  private  sector  plans. 

Impact  of  Formula  Design 

If  the  selected  inflation  protection  formula  links  escalation  directly 
to  the  Consumer  Price  Index,  it  will  provide  an  incentive  for  plan 
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sponsors  to  allocate  a  larger  proportion  of  their  investments  to 
short-term  income  securities  which  have  the  highest  probability  of 
earning  a  predictable  real  return.  This  would  make  short  run  pension 
costs  more  predictable,  but  at  the  price  of  foregoing  higher  long  run 
returns  which  would  lower  long  run  pension  costs.  The  incentive  would 
be  strongest  for  those  plans  a  high  proportion  of  retired  lives 
liabilities . 

If  the  selected  formula  is  based  on  excess  interest,  then  the 
legislation  will  most  likely  specify  a  particular  base  rate  and  guide 
rate.  The  guide  rate  would  probably  be  the  return  available  on  a 
specified  benchmark  portfolio  and  the  base  rate  would  be  chosen  to 
achieve  an  expected  minimum  level  of  inflation  protection  over  the 
long,  run  such  as  60  percent  of  changes  in  the  CPI.  This  formula 
would  provide  an  incentive  for  plan  sponsors  to  adjust  their  asset 
mixes  to  reflect  the  benchmark  portfolio. 

Accepting  that  public  sector  plans  have  generally  provided  regular 
inflation  protection  by  anticipating  ad  hoc  updates  or  the  use  of 
excess  interest  formulae,  it  is  probable  that  this  experience  will 
mean  that  the  investment  policies  of  these  plans  will  be  least 
affected  by  the  inflation  protection  formula  chosen.  However,  private 
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sector  plans  with  little  or  no  experience  with  providing  inflation 
protected  benefits  will  at  least  initially  be  more  likely  to  adjust 
their  investment  policies  to  minimize  cost  fluctuations. 

Impact  of  Surplus  Withdrawal  Prohibitions 
As  part  of  its  review  of  alternative  inflation  protection 
alternatives,  the  government  appointed  Task  Force  on  Inflation 
Protection  for  Employment  Pension  Plans  is  addressing  the  issue  of  the 
ownership  of  pension  plan  surpluses.  How  this  issue  will  be  resolved 

is  speculative,  but  its  impact  on  pension  plan  investment  will  depend 
principally  on  the  significance  of  any  additional  restrictions  imposed 
on  surplus  withdrawals. 

If  all  surplus  withdrawals  are  prohibited,  then  it  is  almost 
inevitable  that  many  plan  sponsors  will  continue  to  pursue  policies 
recently  adopted  which  minimize  the  future  accumulation  of  surpluses. 
In  practical  terms  this  means  sponsors  will  pursue  minimum  funding 
policies  which  translates  into  less  money  being  invested  through 
pension  plans. 

The  incentive  to  minimize  funding  would  be  strongest  among  private 
sector  plan  sponsors,  particularly  those  in  cyclical  industries, 
because  the  existing  pension  and  tax  legislation  allows  sponsors  to 
minimize  corporate  tax  liabilities  over  the  business  cycle.  This  is 
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accomplished  by  over  funding  in  taxable  years,  and  withdrawing 
surpluses  or  lowering  employer  contributions  in  non-taxable  years. 

While  the  incentives  would  not  be  as  strong,  public  sector  funds  may 
also  reduce  funding  in  the  face  of  a  restrictive  surplus  refund  policy 
even  if  they  are  not  taxable.  For  example,  university  plans  could 
overfund  during  periods  when  cash  flows  are  readily  available  in  order 
to  have  the  flexibility  of  reducing  employer  contributions  or 
refunding  surpluses  when  cash  flows  are  restricted. 

Prohibition  of  surplus  refunds  may  also  encourage  some  plan  sponsors 
to  substitute  defined  contribution  plans  and  possibly  even  group  RRSPs 
for  defined  benefit  plans.  Many  employers,  especially  in  the  private 
sector,  are  concerned  about  losing  the  flexibility  of  pension  funding 
to  manage  their  companies’  taxable  earnings.  As  well,  many  plan 
sponsors  do  not  agree  that  they  should  be  required  to  make  additional 
contributions  when  cyclical  economic  factors  result  in  pension  plans 
being  underfunded,  but  they  are  not  allowed  to  withdraw  surpluses  when 
these  same  factors  result  in  pension  plan  overfunding.  This  "heads  I 
win,  tails  you  lose"  arrangement  is  viewed  as  unfair. 

To  the  extent  private  plan  sponsors  are  more  concerned  about  surplus 
prohibitions  than  public  sector  pension  plan  sponsors,  there  will  be  a 
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greater  shift  to  defined  contribution  arrangements  in  the  private 
sector  than  in  the  public  sector.  This  in  turn  means  more  private 
sector  pension  savings  would  be  directed  by  individuals  rather  than  by 
plan  sponsors. 

5.  Special  Concern  for  SABA  Funds 

The  Task  Force  on  Inflation  Protection  for  Employment  Pension  Plans 
will  recommend  how  escalated  benefits  should  be  financed.  One  option 
is  full  funding.  Full  funding  would  have  a  dramatic  impact  on  the 
financing  and  escalation  benefits  provided  under  the  Superannuation 
Adjustment  Benefits  Act.  As  explained  in  Section  II,  they  are 
currently  only  partially  funded. 

6.  Impact  of  Tax  System  on  Funding  and  Investment  Decisions 

The  tax  system  affects  pension  funding  and  investment  decisions  by 
allowing  the  tax  deductibility  of  contributions,  permitting  tax  free 
accumulation  of  pension  fund  investment  earnings  and  establishing 
maximum  levels  of  tax  assistance  for  various  types  of  pension 
arrangements . 

Tax  Deductibility  of  Contributions  and  Investment  Earnings 
In  addition  to  legislative  requirements  that  pension  plans  be  funded, 
the  tax  system  encourages  funding  by  allowing  employers  and  employees 
to  deduct  most  pension  contributions  from  taxable  income.  As  well. 
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investment  earnings  of  the  pension  fund  are  accumulated  without  tax. 
Because  public  sector  pension  plans  are  usually  sponsored  by 
non-taxpaying  organizations,  the  deductibility  of  employer 
contributions  is  irrelevant. 

The  tax  deductibility  of  employer  contributions  also  encourages 
taxable  plan  sponsors  to  be  tax  efficient  by  minimizing  corporate 
taxes  over  time.  This  is  achieved  by  pursuing  funding  policies  that 
result  in  over  contributions  during  high  tax  years  and  reduced 
contributions  or  surplus  refunds  during  low  or  zero  tax  years. 

While  employers  can  manage  funding  patterns,  there  are  legislative 
restrictions  which  limit  their  flexibility.  Provincial  pension 
regulations  discourage  the  use  of  funding  assumptions  that 
significantly  lower  employer  pension  costs  and  impose  restrictions  on 
the  amount  of  surplus  that  may  be  refunded  by  the  plan  sponsor.  On 
the  other  hand,  federal  tax  legislation  does  not  allow  employers  to 
deduct  their  contributions  from  taxable  income  if  the  plan  has  a 
surplus  that  exceeds  two  years  current  service  cost. 

Because  good  investment  performance  results  in  reduced  employer  costs, 
both  private  and  public  sector  employers  are  encouraged  to  adopt 
investment  policies  that  will  result  in  superior  investment 
performance.  Over  the  long  run  equity  investment  is  expected  to 
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produce  the  highest  returns  and  result  in  the  longest  run  pension 
costs.  However,  equity  returns  are  highly  variable  in  the  short  run 
and  this  could  mean  variable  short  run  pension  costs.  The  extent  to 
which  either  public  sector  or  private  sector  sponsors  will  adopt  an 
equity  intensive  investment  policy  will  depend  upon  the  sponsor's 
tolerance  of  variation  in  short  run  pension  costs. 

Changes  to  Overall  Retirement  Saving  Tax  Assistance 

The  federal  government  has  changed  significantly  the  pattern  and  level 
of  overall  tax  assistance  available  to  defined  benefit  pension  plans, 
defined  contribution  pension  plans  and  individual  RRSPs.  While  the 
new  system  is  complex,  its  major  impact  from  the  investment 
perspective  has  been  to  provide  defined  contribution  pension  plans  and 
individual  RRSPs  with  the  same  level  of  tax  assistance  as  is  available 
to  defined  benefit  pension  plans.  Linder  previous  arrangements,  some 
members  of  defined  benefit  pension  plans  had  sufficient  tax  assistance 
to  allow  them  earn  a  maximum  pension  of  $60,000  at  retirement.  In 
contrast,  members  of  defined  contribution  plans  or  individual  RRSP 
contributors  had  much  lower  levels  of  tax  assistance. 

The  introduction  of  enhanced  tax  assistance  will  make  defined 
contribution  pension  plans  and  individual  RRSP  arrangements  more 
attractive  to  both  employers  and  employees  than  they  have  been  in  the 
past.  This  indicates  that  there  may  be  a  tax  induced  shift  in  public 


42 


sector  and  private  sector  pension  design  to  defined  contribution 
arrangements  from  existing  defined  benefit  arrangements.  The  change 
in  the  tax  assistance  could  not  only  induce  a  change  in  the  design  of 
pension  plan  arrangements,  but  also  a  change  in  the  investment  of 
retirement  savings  because  as  noted  above,  defined  contribution  plans 
and  individual  RRSPs  are  more  likely  to  invest  in  relatively  low 
return,  low  risk  fixed  income  investments. 

There  is  a  second  impact  of  the  new  retirement  saving  tax  assistance 
arrangements  which  further  encourages  the  channelling  of  savings  to 
individual  controlled  investment  vehicles.  The  new  rules  encourage 
the  reduction  of  defined  benefit  pension  plan  accrual  rates  to 
compensate  for  the  introduction  of  the  mandatory  indexation.  This 
redesign  leaves  unchanged  the  overall  cost  of  the  pension  plan  and  the 
amount  of  tax  sheltered  retirement  savings  being  invested  by  the  plan 
sponsor.  However,  the  redesign  increase  the  amount  of  money 
individual  members  can  contribute  to  an  RRSP  and  this  in  turn  means 
more  savings  will  flow  into  individual  RRSPs. 

7 .  Future  Developments 

Three  future  developments  will  affect  the  investment  of  public  and 
private  sector  pension  plans. 
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First,  the  legislation  reinforces  the  federal-provincial  consensus 
that  pension  should  be  viewed  as  deferred  compensation.  The  current 
rapid  change  in  legislation  affecting  pension  plans  is  the  product  of 
many  years  of  public  debate  and  discussion  that  has  focused  on  the 
nature  of  the  "pension  deal".  The  central  question  has  been  whether 
pensions  are  a  reward  for  long  service  or  deferred  compensation. 

These  two  concepts  mark  the  opposite  ends  of  a  spectrum  of  views.  To 
a  very  large  extent,  the  pending  changes  to  pension  legislation 
reflect  the  view  that  the  "pension  deal"  should  be  viewed  as  deferred 
compensation.  Thus  regardless  of  how  pension  plans  are  currently 
operated,  the  new  legislation  will  likely  force  pension  plans  to 
conform  closely  to  this  concept. 

Second,  new  financial  products  will  emerge  to  ensure  that 
conservatively  invested  individual  retirement  savings  flow  to  higher 
return  debt  and  equity  investments.  As  more  individuals  direct  their 
retirement  savings  to  short-term  low  risk  instruments,  the  relative 
returns  on  long  term  debt  and  equity  investments  will  increase.  This 
will  induce  financial  intermediaries  to  develop  new  investment 
products  that  capitalize  on  the  increased  spread  between  short  term 
and  long  term  investment  opportunities.  Individual  pension  savings 
initially  invested  in  short  term  low  return  instruments  will  be 
reinvested  in  long  term,  higher  return  instruments. 
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Third,  emphasis  on  free  trade  and  financial  deregulation  may  lead  to 
an  easing  the  current  10  percent  limit  on  foreign  investment  by 
Canadian  pension  funds.  The  easing  of  this  restriction  will  allow 
increased  diversification  of  Canadian  pension  fund  investments.  They 
should  be  able  to  earn  higher  returns  without  additional  risk,  or  the 
same  level  of  returns  with  reduced  risk.  Increased  ability  to  invest 
in  foreign  markets  may  translate  over  the  long  terra  into  lower  pension 
costs,  higher  pension  benefits  or  a  combination  of  both. 
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Ill 


SIMILARITIES  AND  DIFFERENCES  BETWEEN 
PRIVATE  AND  PUBLIC  SECTOR  PENSION  PLANS 


Part  III  reviews  similarities  and  differences  between  private  and 
public  sector  pension  plans  across  Canada  and  Ontario.  Pension 
benefit  levels  and  employee  contribution  rates  are  first  examined. 

This  includes  an  assessment  of  the  possible  trend  towards  defined 
contribution  plans.  Investment  patterns  and  performance  of  private 
and  public  sector  pension  plans  are  then  compared.  Limited 
availability  of  consistent  data  on  public  and  private  sector  pension 
fund  returns  make  a  full  comparison  of  investment  performance 
difficult.  Part  III  concludes  with  a  review  of  other  selected 
financial  statistics  of  private  and  public  sector  pension  plans. 

The  Task  Force  on  the  Investment  of  Public  Sector  Pension  Funds  and 
Statistics  Canada  use  different  definitions  of  the  ’’public  sector”. 

The  principal  difference  is  that  Statistics  Canada  classifies 
universities  as  private  sector  while  the  Task  Force  classifies  them  as 
public  sector.  This  difference  in  definitions  should  be  noted  when 
reading  Part  III. 

1 .  Benefits,  Indexation  and  Member  Contributions 

Public  sector  pension  benefits  across  Canada  and  in  Ontario  are 
generally  higher  than  private  sector  pension  benefits.  However, 
public  sector  employees  pay  higher  pension  contribution  rates  than  do 
private  sector  employees. 
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Benefits 


Table  4A  presents  the  distribution  of  plan  members  by  sector  and  plan 
type  across  Canada  at  the  end  of  1984.  Final  average  pension  plans 
cover  94. 3%  of  public  sector  plan  members.  In  contrast,  only  31. of 
private  sector  members  belong  to  final  average  plans.  The  majority  of 
private  sector  plan  members,  68.2%,  belong  to  other  plan  types 
including  career  average,  flat  benefit  and  money-purchase  plans  which 
usually  provide  lower  benefits  than  final  average  plans.  Statistics 
Canada  data  classifies  universities  as  private  sector  and  many  of 
these  plans  are  final  average.  If  universities  with  final  average 
plans  were  switched  to  the  public  sector  in  Table  4A,  the  percentage 
of  private  sector  plan  members  covered  by  final  average  plans  would  be 

less  than  31 . 8% . 

Table  4B  allocates  the  number  of  plans  by  sector  and  reveals  that 
26.3%  of  public  sector  plans  and  19.35  of  private  sector  plans  are 
final  average.  These  figures,  combined  with  the  distribution  of  plan 
membership  in  Table  4A,  confirm  that  final  average  plans  generally 
cover  larger  employee  groups,  while  money-purchase  plans  cover  small 
employee  groups. 

Table  5A  summarizes  the  accrual  rates  earned  under  final  average  and 
career  average  pension  plans  in  the  public  and  private  sectors  by  the 
number  of  plan  members.  It  indicates  that  995  of  Canada’s  public 
sector  plan  members  belonging  to  defined  benefit  plans  have  an  accrual 
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TABLE  4A 


Type  of  Retirement  Benefit 

Defined  Contribution  Plans; 

Money  Purchase 
Profit  Sharing 

Total  Defined  Contribution 

Defined  Benefit  Plans: 

Final  Average  Earnings* 
Career  Average  Earnings 
Flat  Benefit 

Total  Defined  Benefit 

Composite  and  Other  Plans 

Grand  Total 


NUMBER  OF  PUiN  MEMBERS 

BY  TYPE  OF  PLAN, 

SPLIT  BY  SECTOR,  CANADA 
1984 

Public 

Sector 

Number  of 
Plan  Members 

Percentage 
of  Total 

35,282 

1. 

.7 

- 

0, 

.0 

35,282 

1, 

.  7 

1,913,284 

94.3 

69,319 

3.4 

9.055 

0.4 

1,991,658 

98.2 

1,989 

0.1 

2,028,929 

100.0 

Private 

Sector 

Number  of 

Percentage 

Plan  Members 

of  Total 

217,216 

8.6 

16.125 

0.6 

233,341 

9.2 

807,425 

31.8 

522,711 

20.6 

921.454 

36.3 

2,251,590 

88.8 

50,763 

2.0 

2,535,694 

100.0 

Includes  best  average  earnings  plan. 


Source ; 


Statistics  Canada 


TABLE  4B 


NUMBER  OF  PLANS 
BY  TYPE  OF  PUU^ 
SPLIT  BY  SECTOR,  CANADA 
1984 


Public 

Sector 

Private 

Sector 

Tvne  of  Retirement  Benefit 

Number 
of  Plans 

Percentage 
of  Total 

Number 
of  Plans 

Percentage 
of  Total 

Defined  Contribution  Plan: 

Money  Purchase 

378 

47.1 

8,235 

48.7 

Profit  Sharing 

- 

0.0 

417 

2 . 5 

Total  Deferred  Contribution 

378 

47.1 

8,652 

51.2 

Deferred  Benefit  Plan: 

Final  Average  Earnings* 

211 

26.3 

3,261 

19.3 

Career  Average  Earnings 

193 

24.0 

3,369 

19.9 

Flat  Benefit 

13 

1.6 

1.339 

7 . 9 

Total  Defined  Benefit 

417 

51.9 

7,969 

47.1 

Composite  and  Other  Plans 

8 

1.0 

287 

1.7 

Grand  Total 

803 

100.0 

16,908 

100.0 

Includes  best  average  earnings  plans. 


Source : 


Statistics  Canada 


TABLE  5A 


NUMBER  OF  PLAN  MEMBERS 
BY  BENEFIT  RATE* 

IN  UNIT  BENEFIT  PLANS 
SPLIT  BY  SECTOR,  CANADA 
1984 


Benefit  Rate  Group 

Public 

Sector 

Private 

Sector 

Number 
of  Plans 

Percentage 
of  Total 

Number 
of  Plans 

Percentage 
of  Total 

Less  than  1.00% 

0.0 

22,606 

1.7 

1.00%  -  1.24% 

75 

0.0 

68,812 

5.2 

1.25%  -  1.49% 

256 

0.0 

120,382 

9.1 

1.50%  -  1.74% 

5,666 

0.3 

261,012 

19.6 

1.75%  -  1.99% 

3,834 

0.2 

122,788 

9.2 

2.00%  and  over 

1,963,097 

99.0 

594,688 

44.7 

Variable  by  sex 

125 

0.0 

853 

0.1 

Other 

9,550 

0.5 

138,953 

10.4 

Total 

1,982,603 

100.0 

1,330,094 

100.0 

For  members  of  plans  which  are  integrated  in  some  way  with  CPP, 
classification  is  by  the  full  benefit  rate  without  regard  to  the 
effects  of  integration  on  the  benefit. 


Source : 


Statistics  Canada 


TABLE  5B 


NUMBER  OF  PIj\NS 
BY  BENEFIT  RATE* 

IN  UNIT  BENEFIT  PLANS 
SPLIT  BY  SECTOR,  CANADA 
1984 


Benefit  Rate  Group 

Public 

Sector 

Private 

Sector 

Number 
of  Plans 

Percentage 
of  Total 

Number 
of  Plans 

Percentage 
of  Total 

Less  than  1.00% 

0.0 

50 

0.8 

1.00%  -  1.24% 

1 

0.2 

307 

4.6 

1.25%  -  1.49% 

6 

1.5 

232 

3.5 

1.50%  -  1.74% 

18 

4.5 

994 

15.0 

1.75%  -  1.99% 

11 

2.7 

417 

6.3 

2.00%  and  over 

353 

87.4 

4,231 

63.8 

Variable  by  sex 

1 

0.2 

8 

0.1 

Other 

14 

3.5 

390 

5.9 

Total 

404 

100.0 

6,629 

100.0 

For  plans  integrated  in  some  way  with  CPP,  classification  is  by  the 
full  benefit  rate  without  regard  to  the  effects  of  integration  on  the 
benefit . 


Source : 


Statistics  Canada 


rate  of  2.0%  per  year  or  more.  In  contrast,  only  44.7%  of  Canada's 
private  sector  plan  members  have  an  accrual  rate  of  2.0%  or  more. 

This  is  another  indication  that  public  sector  plans  provide  higher 
benefits  than  private  sector  plans.  Table  5B  summarizes  accrual  rates 
by  number  of  plans  and  by  sector. 

While  the  above  statistics  do  not  segregate  Ontario  public  sector 
pension  plans,  the  information  summarized  in  Table  1  of  this  report 
reveals  that  Ontario's  five  major  public  sector  pension  plan  which 
cover  an  estimated  84%  of  Ontario's  504,000  public  sector  employees 
provide  a  best  five  year  average  pension  with  an  annual  accrual  rate 
of  at  least  2.0%. 

Indexation 

Table  6A  indicates  that  65.8%  of  public  sector  pension  plan  members 
across  Canada  have  their  benefits  partially  or  fully  escalated  to 
changes  in  the  Consumer  Price  Index  (CPI).  While  no  national 
statistics  are  available,  experience  indicates  that  most  of  the  other 
34.2%  public  sector  plan  members  have  their  benefits  regularly  updated 
for  inflation  either  on  an  ad  hoc  basis  or  by  the  application  of  an 
"excess  interest"  formula.  In  contrast,  only  6.3'  of  private  sector 
plan  members  have  their  benefits  automatically  escalated  to  inflation. 
Many  private  sector  pension  plans  do  follow  a  policy  of  updating 
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pensions  for  inflation.  No  firm  data  is  available,  but  it  is 
generally  believed  that  most  large  private  sector  employers  update 
pensions  by  an  average  40%  of  changes  in  the  CPI. 

Table  6B  summarizes  the  escalation  practices  of  Ontario  public  sector 
pension  plans  included  in  the  Task  Force's  data  base.  An  estimated 
230,000  or  46%  of  Ontario  public  sector  plan  contributors  belonged  to 
23  plans  which  to  some  extent  automatically  index  benefits  to 
inflation.  Included  in  this  figure  are  the  196,623  contributors  to 
the  PSSF,  TSF  and  Ryerson  pension  plans  which  have  their  benefits 
inflation  protected  under  the  Superannuation  Adjustment  Benefits  Act. 

Another  264,000  Ontario  public  sector  pension  plan  contributors  belong 
to  20  plans  which  update  benefits  for  inflation  on  an  ad  hoc  basis. 
This  includes  the  estimated  233*000  contributors  to  the  HOOPP,  Hydro, 
OMERS  and  WCBSF  pension  plans. 

Only  about  9,800  contributors  belong  to  plans  which  indicated  no 
indexation  of  benefits  is  provided.  Of  these  50  plans,  the  vast 
majority  are  either  closed  plans  or  defined  contribution  plans. 

Member  Contribution  Rates 

Table  7A  reveals  that  99.1%  of  public  sector  plan  members  in  Canada 
are  covered  by  contributory  pension  plans  while  only  45.6%  of  private 
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TABLE  6A 


INDEXATION  BY  MEMBERS  AND  SECTOR 
CANADA.  1984 


Public 

Sector 

Private  Sector 

Number 
of  Members 

Percentage 
of  Total 

Number  Percentage 

of  Members  of  Total 

Full  Indexation 

180,841 

8.9 

8,685 

0.3 

Partial  Indexation 

1,154,031 

56.9 

152,117 

6.0 

Total 

1,334,872 

65.8 

160,802 

6.3 

No  Indexation 

694,057 

34.2 

2,374,892 

93.7 

Overall  Total 

2,028,929 

100.0 

2,535,694 

100.0 

Source:  Statistics  Canada 

TABLE  6B 

INDEXATION  AMONG  ONTARIO 
PUBLIC  SECTOR  PENSION  PLANS 
1985 


Plans _  Contributors 


No. 

Pet . 

No  . 

Pet . 

Automatic  Indexation 

23 

25 

230,051 

46 

Ad  Hoc  Indexation 

20 

22 

263,741 

52 

No  Indexation 

50 

53 

9.832 

2 

Total 

93 

100 

503,624 

100 

Source:  Task  Force  on  the  Investment  of  Public  Sector  Pension  Funds. 
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TABLE  7A 


NUMBER  OF  MEMBERS 
IN  CONTRIBUTORY  AND 
NON -CONTRIBUTORY  PLANS 
SPLIT  BY  SECTOR 
CANADA.  1984 


Public  Sector 

Private 

Sector 

Number 
of  Members 

Percentage 
of  Total 

Number 
of  Members 

Percentage 
of  Total 

Contributory  Plans 

2,011,196 

99.1 

1,157,436 

45.6 

Non-Contributory  Plans 

17,733 

0.9 

1,378,258 

54.4 

Total 

2,028,927 

100.0 

2,535,694 

100.0 

Source:  Statistics  Canada 

TABLE 

7B 

NUMBER  OF  CONTRIBUTORY  AND 
NON -CONTRIBUTORY  PIj\NS 
SPLIT  BY  SECTOR 

CANADA.  1984 

Public 

Sector 

Private 

Sector 

Number 
of  Plans 

Percentage 
of  Total 

Number 
of  Plans 

Percentage 
of  Total 

Contributory 

764 

95.1 

9 , 558 

56.5 

Non- Contributory 

39 

4.9 

7,350 

43 . 5 

Total 

803 

100.0 

16,908 

100.0 

Source:  Statistics  Canada 
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sector  members  participated  in  contributory  plans.  This  indicates  that 


while  private  sector  plan  members  have  generally  less  generous 
pensions  than  public  sector  plan  members,  the  majority  of  private  plan 
members  do  nob  have  to  make  contributions  from  their  earnings  to  help 
finance  the  pensions  as  do  public  sector  plan  members.  The  sectoral 
distribution  of  contributory  and  non-contributory  pension  plans  would 
be  more  pronounced  if  Statistics  Canada  designated  universities  as 
public  belonging  to  the  public  sector.  University  pension  plans  are 
almost  all  contributory. 

Table  8A  compares  member  contribution  rates  for  contributory  pension 
plans  in  the  Canada-wide  private  sector,  the  Canada-wide  public  sector 
excluding  Ontario  and  the  Ontario  public  sector.  This  data  must  be 
interpreted  with  caution.  The  Ontario  public  sector  data  is  for  the 
end  of  1985  while  the  balance  of  the  data  is  for  1984.  This  should 
not  cause  significant  problems  because  it  is  unlikely  that  there  have 
been  major  changes  in  employee  contribution  rates  from  1984  to  1985. 

A  more  important  complication  is  introduced  by  the  fact  that 
university  plans  are  classified  by  Statistics  Canada  being  in  the 
private  sector  while  Ontario  Task  Force  data  classifies  university 
plans  as  public  sector.  In  order  to  try  and  isolate  Ontario  public 
sector  plans,  Ontario  university  plans  have  been  moved  from  the 
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private  sector  to  the  Ontario  public  sector  where  possible.  The 
balance  of  Canadian  university  plans,  including  some  Ontario 
university  plans,  are  classified  as  private  sector  plans. 

Table  8A  indicates  that  68.4%  of  private  sector  members  of 
contributory  plans  have  contribution  rates  which  are  less  than  6.00% 
with  43.7%  contributing  between  5.0%  and  5.99%.  However,  only  an 
estimated  7.9%  of  Ontario  public  sector  members  have  contribution 
rates  in  the  same  range.  The  majority  of  Ontario  public  sector  plan 
members,  92.2%,  actually  contribute  between  6.0%  and  9.99%  of  earnings 
to  their  plan.  Task  Force  data  indicates  that  none  of  the  92.2%  make 
required  contributions  in  excess  of  8.0%.  Table  8B  shows  this  same 
pattern  but  calculated  on  the  basis  of  number  of  plans. 

The  pattern  of  contributory  and  non-contributory  pension  plans  in  the 
private  and  public  sectors  and  the  level  of  member  contribution  rates 
in  contributory  plans  for  both  sectors  indicate  that  public  sector 
plan  members  assume  a  larger  proportion  of  the  cost  of  their  benefits 
than  do  their  private  sector  counterparts,  ’.^ile  public  sector  plans 
are  more  generous  than  private  sector  plans,  this  extra  generosity  is 
financed  in  large  part  by  public  sector  plan  members  through  higher 
contribution  rates. 
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NUMBER  OF  PLAN  MEMBERS  BY 
EMPLOYEE  CONTRIBUTION  RATE  RANGE 
CONTRIBUTORY  PLANS  ONLY 
SPLIT  BY  SECTOR,  CANADA  AND  ONTARIO 
_ 1984 _ 
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2. 


Trend  to  Defined  Contribution  Plans 


Tables  9A  and  9B  show  the  trend  in  plan  type  from  1980  to  1984  with 
the  data  separated  between  the  public  and  private  sectors.  Both 
tables  indicate  that  defined  contribution  plans  play  a  slightly  larger 
role  in  1984  than  in  1980,  For  example,  1.0%  of  public  sector  members 
were  covered  by  defined  contribution  plans  in  1980  compared  to  1.7%  in 
1984.  There  is  a  similar  trend  in  the  private  sector.  In  1980,  8.4% 
of  private  sector  members  were  covered  by  defined  contribution  plans 
and  this  grew  to  9.2%  in  1984. 

The  trend  to  defined  contribution  plans  may  become  more  significant 
now  due  to  extensive  pension  reform,  particularly  in  Ontario,  and 
because  of  recent  tax  law  changes.  A  brief  survey  of  William  M. 

Mercer  Limited  consultants  indicates  that  many  of  the  smaller 
employers  with  defined  benefit  plans  are  at  least  investigating  the 
possibility  of  switching  to  defined  contribution  plans. 

3 .  Investments 

Pension  funds  are  either  invested  with  a  trustee  or  in  the  general 
funds  of  an  insurer  as  part  of  an  insurance  contract.  Certain  public 
sector  plans  maintain  the  assets  in  a  Consolidated  Revenue  Fund  where 
these  pension  assets  are  commingled  with  a  government’s  general 
revenues.  At  the  end  of  1984,  30%  of  pension  assets  of  pension  plans 
were  maintained  in  Consolidated  Revenue  Funds,  14%  were  placed  as  part 
of  an  insurance  contract  and  56%  were  invested  with  a  trustee. 
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TABLE  9A 


TREND  IN  TYPE  OF  PMNS :  1980-1984 
BY  NUMBER  OF  PLAN  MEMBERS 
SPLIT  BY  SECTOR.  CANADA 


Number  of  Members 

Percentage  of 

Total 

Sector 

Type  of  Plan 

1980  1982  1984 

1980  1982 

1984 

Public 

Defined  Contribution 

19,777 

30,290 

35,282 

1.0 

1.5 

1.7 

Defined  Benefit 

1,947,488 

1. 

943,777 

1,991,658 

98.9 

98.4 

98.2 

Composite  or  Other 

2,666 

1,466 

1,989 

0.1 

0.1 

0.1 

Total 

1,969,931 

1. 

975 , 533 

2,028,929 

100.0 

100.0 

100.0 

Private 

Defined  Contribution 

211,498 

215,443 

233,341 

8.4 

8.0 

9.2 

Defined  Benefit 

2,247,093 

2,420,232 

2,251,590 

89 . 7 

90.2 

88.8 

Composite  or  Other 

46,907 

46,727 

50,763 

1.9 

1.7 

2.0 

Source : 

Total 

Statistics  Canada 

2,505,498 

2,682,402 

2,535,694 

100.0 

100.0 

100.0 
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TABLE  9B 


TREND  IN  TYPE  OF  PLANS:  1980-1984 
BY  NUMBER  OF  PLANS 
SPLIT  BY  SECTOR.  CANADA 


Number  of  Plans _  Percentage  of  Total 


Sector 

Tvt)e  of  Plan 

1980 

1982 

1984 

1980 

1982 

1984 

Public 

Defined  Contribution 

283 

309 

378 

41.0 

42.4 

47.1 

Defined  Benefit 

397 

413 

417 

57.5 

56.7 

51.9 

Composite  or  Other 

10 

7 

8 

1.4 

1.0 

1.0 

Total 

690 

729 

803 

100.0 

100.0 

100.0 

Private 

Defined  Contribution 

5,887 

5,799 

8,652 

42.4 

40.0 

51.2 

Defined  Benefit 

7,649 

8,371 

7,969 

55.0 

57.7 

47.1 

Composite  or  Other 

360 

330 

287 

2.6 

2.3 

1.7 

Total 

13,896 

14,503 

16,908 

100.0 

100.0 

100.0 

Source : 


Statistics  Canada 
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The  following  is  a  description  of  the  assets  generally  used  for 
pension  fund  investing: 

Government  Marketable  Debt  -  Federal,  Provincial  and  Municipal  bonds 
are  popular  assets  for  pension  fund  investment  because  they  have  low 
credit  risk  factor  and  are  generally  very  liquid. 

Government  Non-Marketable  Debt  -  This  asset  type  is  only  available  to 
certain  public  sector  pension  funds.  It  is  usually  long-term  with  the 
coupon  rate  tied  to  a  popular  long  bond  index  such  as  15  year 
Government  of  Canada  bonds.  In  Ontario,  the  TSF  and  PSSF  hold 
non-marketable  Ontario  debentures  with  interest  rates  related  to 
oustanding  marketable  direct  or  guaranteed  Ontario  debentures. 

Corporate  Debt  -  Bonds  issued  by  firms  operating  in  the  private  sector 
are  often  purchased  by  pension  funds  because  they  offer  a  higher  yield 
than  government  debt  to  compensate  for  the  added  default  risk 
involved.  They  still  offer  a  satisfactory  degree  of  liquidity. 

Canadian  Equities  -  Stocks  provide  a  higher  longrun  return  than  bonds. 
Since  pension  fund  liabilities  are  relatively  long,  a  significant 
amount  of  pension  fund  assets  are  invested  in  stocks. 
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Foreign  Equities  -  There  is  a  limit  on  the  amount  of  foreign  assets 


that  can  be  held  by  registered  pension  funds  in  Canada  which  is 
currently  set  at  10%. 

Cash  and  Equivalent  Liquid  Assets  -  Cash  includes  funds  held  in 
savings  accounts,  short-term  paper  and  government  debt  with  less  than 
1  year  to  maturity. 

Mortgages  -  Mortgages  offer  a  premium  in  yield  over  the  bond  market 
and  many  pension  plans  hold  a  portion  of  their  fund  in  mortgages. 

Real  Estate  -  Pension  funds  invest  in  real  estate  either  directly  or 
through  pooled  arrangements.  However,  the  amount  of  investment  in 
real  estate  by  pension  funds  is  limited  because  of  liquidity  problems. 

Venture  Capital  -  This  refers  to  the  investment  in  the  initial  stages 
of  starting  a  business  and  by  its  nature  venture  capital  is  risky. 
Because  of  the  high  potential  returns,  more  pension  funds  are 
considering  venture  capital  investments.  However,  the  proportion  of 
pension  fund  committed  to  venture  capital  is  usually  small. 

Pooled  Funds  -  Many  pension  funds  are  too  small  to  achieve  much 
diversification  on  their  own.  As  a  result,  they  diversify  their  asset 
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holdings  by  investing  in  pooled  funds  which  are  made  up  of  assets  from 
many  pension  funds.  Pooled  funds  can  be  made  up  of  any  of  the  above 
investment  options.  There  are  also  pooled  funds  that  hold  a  portion 
of  each  of  these  asset  types  which  are  known  as  balanced  funds.  It  is 
possible  to  invest  in  a  well-known  asset  index  (i.e.  TSE  300)  with 
limited  funds  through  pooled  funds. 

Asset  Mix 

Various  data  sources  on  private  sector  and  Ontario  public  sector 
pension  plan  asset  mixes  were  examined.  This  included  PFA  performance 
data,  Statistics  Canada  data  and  Task  Force  data.  For  a  variety  of 
reasons  these  data  sources  were  generally  not  comparable. 

Nevertheless,  the  available  data  was  used  to  construct  Table  10. 

While  imperfect.  Table  10  provides  a  comparison  of  the  asset  mix  of 
private  pension  plans  across  Canada  and  Ontario  public  sector  pension 
plans.  Table  10  compares  1984  Statistics  Canada  data  with  1985  data 
collected  by  the  Task  Force. 

A  comparison  of  columns  (1)  and  (2)  of  Table  10  suggests  that  Ontario 
public  sector  pension  plans  with  market  investments  have,  on  average, 
an  asset  mix  that  is  similar  to  the  average  Canadian  private  sector 
pension  plan.  Both  private  and  public  sector  pension  plans  have  about 
40%  of  the  market  value  of  their  funds  in  equities  and  about  11.0%  in 
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TABLE  10 


AVERAGE  PENSION  PLAN  ASSET  WEIGHTED  MIX 
CANADIAN  PRIVATE  SECTOR  PENSION  PLANS,  1984 
ONTARIO  PUBLIC  SECTOR  PENSION  PU^NS .  1985 


(Market  Value) 


Asset  Class 

(1) 

Canadian 

Private  Sector  Plans 
(Statistics  Canada.  1984) 

(2) 

Market  Invested 
Ontario 

Public  Sector  Plans 
(Task  Force.  1985) 

(3) 

All 

Ontario 

Public  Sector  Plan 
(Task  Force.  1985) 

(%) 

(%) 

(%) 

Equity 

39.9 

40.9 

22.2 

Bonds 

35.6 

32.1 

17.6 

Mortgages 

10.3 

10.9 

6.2 

Cash 

11.5 

4.5 

2.1 

Other* 

2.6 

11.6 

51.9 

Includes  real  estate,  venture  capital  and  Ontario  non-marketable  debt 
and  deposits. 


Source : 


Statistics  Canada  and  Task  Force  on  Investment  of  Public  Sector 
Pension  Funds. 


mortgages.  Private  sector  pension  plans  held  35.62  in  bonds  and 
Ontario  public  sector  plans  with  marketable  investments  had  32.  12  in 
bonds.  The  difference  between  public  and  private  sector  bond  holdings 
is  partially  explained  by  the  fact  that  non-marketable  government 
bonds  held  by  OMERS  has  been  allocated  to  the  "other  category".  If 
OMERS  non-marketable  bonds  were  defined  as  regular  bonds,  then 
proportion  of  Ontario  public  sector  funds  held  in  bonds  would  rise  to 
38.72. 


The  major  difference  between  private  and  market  invested  Ontario 
public  sector  plans  is  the  proportion  of  funds  held  in  cash.  Private 
sector  plans  had  an  average  cash  holding  of  11.52  while  public  sector 
plans  had  only  3.92.  This  difference  in  cash  position  could  be 
attributable  to  a  tactical  decision  by  private  sector  sponsors  in  1984 
to  maintain  a  high  cash  position.  Public  sector  plans  may  also  have 
maintained  a  high  cash  position  in  1984. 

Column  (3)  is  the  1985  average  asset  mix  of  all  Ontario  public  sector 
pension  plans  including  the  TSF,  PSSF,  and  SAF.  This  explains  the 
drop  in  the  proportion  of  funds  invested  in  equities  and  the  large 
increase  in  other  assets  which  includes  non-marketable  Ontario 
government  debt  and  deposits. 
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Table  11  compares  the  1985  actual  asset  mixes  of  six  major  Ontario 
public  sector  pension  plans  with  the  1985  median  for  five  basic  asset 
categories  of  the  pension  plans  in  the  Pension  Finance  Associates  data 
base.  In  1985  the  median  allocation  to  equities  was  46. 8^.  Three  of 
the  four  market  investment  public  sector  plans  had  similar  proportions 
of  their  funds  allocated  to  equities.  OMERS  at  36. 1J  is  10  percentage 
points  below  the  PFA  median.  Each  of  the  four  market  invested  public 
sector  plans  allocated  a  slightly  lower  portion  of  their  total  to 
bonds  than  the  PFA  median  of  41.5%.  These  allocations  ranged  from  a 
low  of  34.4%  for  HOOPP  to  a  high  of  40%  for  WCBSF. 

The  major  difference  between  the  four  market  invested  public  sector 
plans  and  the  PFA  median  occurs  in  the  mortgages,  cash  and  other 
categories.  The  public  sector  plans  have  a  higher  representation  of 
mortgages  in  their  funds  relative  to  the  PFA  median.  For  example, 
WCBSF  has  13.3%  of  its  fund  in  mortgages  while  the  PFA  median  is  only 
0.2%.  OMERS,  HOOPP  and  Hydro  also  have  relatively  large  mortgage 
representation . 

With  the  exception  of  HOOPP,  each  of  the  plans  has  a  small  portion  of 
its  fund  allocated  to  cash  relative  to  the  PFA  median  of  7.4%. 

Finally,  the  market  invested  plans  have  relatively  large  proportions 
of  their  funds  in  "other"  categories.  For  example,  the  PFA  median  is 
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TABLE  11 


ASSET  MIX  OF  SIX 
ONTARIO  PUBLIC  SECTOR  FUNDS 
DECEMBER,  1985  0 


(Market  Value) 


OMERS 

HOOPP 

HYDRO 

WCBSF 

TSF 

PSSF 

PFA 

MEDIAN 

(%) 

(%) 

(%) 

(%) 

(%) 

(%) 

(%) 

Equities 

36.  1 

45.2 

46.8 

43.1 

0 

0 

46.8 

Bonds 

36.4 

34.4 

38. 1 

40.0 

100 

100 

41.5 

Mortgages 

17.6 

8.  1 

8.5 

13.3 

0 

0 

0.2 

Cash 

1.9 

6.3 

2.  1 

1.0 

0 

0 

7.4 

Other ( 1 ) 

8.0 

6.0 

4.6 

2.6 

0 

0 

0.0 

Fund  (Millions)  6,969(2)  3,204  2,886  221  8,992(3)  3,985(3)  N/A 


(1)  Includes  real  estate,  venture  capital  and  other  non-traditional 
investments.  Non-Marketable  debentures  are  categorized  as  bonds. 


(2)  Includes  CAAT  and  Ryerson  pension  funds. 

(3)  Imputed  market  value. 


Source:  Task  Force  on  Investment  of  Public  Sector  Pension  Funds  and  Pension 

Finance  Associates. 
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0.0%  in  the  "other"  category  while  OMERS,  HOOPP  and  Hydro  have  8.0%, 
6.0%  and  4.6%,  respectively.  The  "other"  category  includes  real 
estate , terra  loans,  venture  capital  and  various  types  of  direct 
investraents . 

In  Table  11  non-raarket  Ontario  debentures  and  deposits  are  categorized 
as  bond  investraents.  The  asset  mixes  of  the  non-market  invested  TSF 
and  PSSF  are  in  obvious  contrast  to  those  of  OMERS,  HOOPP,  Hydro  and 
WCBSF  and  the  PFA  medians. 

The  data  in  Tables  10  and  1 1  indicate  that  market  invested  Ontario 
public  sector  pension  funds  have  asset  mixes  which  are  generally 
similar  to  those  of  private  sector  pension  funds.  The  analysis  of 
four  major  public  sector  funds  suggest  that  at  least  these  Ontario 
public  sector  funds  may  have  allocated  a  larger  proportion  of  their 
investments  to  mortgages  and  non-traditional  investments  than  the 
median  private  sector  plan. 

4.  Investment  Returns 

Table  12  compares  the  distribution  of  investment  performance  of  21 
market  invested  Ontario  public  sector  pension  plans  with  that  of  the 
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TABLE  12 


FIVE  YEAR  ANNUALIZED  RETURNS 
21  ONTARIO  PUBLIC  SECTOR  PU^S 
VERSUS 

PFA  PENSION  UNIVERSE 
(1981  TO  1985) 


21  Ontario 

Market  Invested  PFA 

Ranking _  Public  Sector  Plans*  Pension  Universe 


(%) 

(%) 

Highest  Return 

18.4 

- 

5th  Percentile 

17.8 

18.1 

1st  Quartile 

16.6 

16.0 

Median 

15.1 

00 

3rd  Quartile 

14.6 

14.0 

95th  Percentile 

12.5 

12.3 

Lowest  Return 

12.4 

Excludes  the  TSF,  PSSF  and  SAF. 


Source:  Task  Force  on  Investment  of  Public  Sector  Pension  Funds  and 

Pension  Finance  Associates. 
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PFA  pension  fund  universe.  Investment  returns  are  annualized  five 
year  time-weighted  total  fund  returns  for  the  period  1981  to  1985. 

The  21  fund  sample  includes  the  larger  Ontario  public  sector  plans 
such  as  HOOPP,  OMERS,  Hydro  and  WCBSF  and  various  universities. 

The  data  suggests  that  market  invested  Ontario  public  sector  pension 
plans  have  marginally  out  performed  private  sector  pension  plans  on  a 
total  fund  basis.  The  median  return  for  the  sample  public  sector 
plans  was  15. U  which  is  0.3  percentage  points  above  the  PFA  median. 
The  first  quartile  return  among  the  public  sector  plans  was  16. 6J 
versus  16.0%  for  the  universe.  However  the  5th  percentile  plan  of  the 
public  sector  plan  sample  underperformed  the  corresponding  PFA  plan 
with  a  17.8%  return  versus  18.1%. 

Investment  performance  below  the  medians  of  the  two  samples  reveals 
that  public  sector  plans  slightly  outperformed  the  plans  in  the  PFA 
universe.  The  third  quartile  performance  of  public  sector  plans  was 
14.6%  versus  14.0%  for  the  universe,  and  95th  percentile  performance 
was  12.5%  versus  12.3%.  The  highest  return  covering  the  21  public 
sector  plans  was  18.4%  and  the  lowest  return  12.4%. 

While  a  comparison  of  relative  total  fund  returns  is  informative,  a 
comparison  of  investment  performance  of  pension  plans  with  similar 
investment  policies  would  better  illustrate  the  relative  ability  of 
private  and  public  sector  pension  plans  to  invest  pension  funds. 
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Total  fund  performance  reflects  not  only  the  ability  to  manage 
particular  assets  classes,  but  also  the  asset  mix  choice  of  the  plan 
sponsor  and  it  is  the  asset  mix  choice  that  dominates  a  pension  fund’s 
returns.  Asset  mixes  will  change  from  plan  to  plan  according  to  the 
different  return  objectives,  risk  tolerances  and  other  constraints 
that  characterize  the  pension  plan. 

5.  Other  Pension  Fund  Financial  Information 
Surplus  and  Unfunded  Liabilities 

There  are  no  comparable  data  on  the  current  actuarial  surplus  position 
of  private  and  public  sector  pension  plans.  The  most  recent  figures 
for  private  sector  pension  plans  are  for  the  1982  calendar  year.  This 
was  the  end  of  a  depressed  economic  period  of  pension  plans  generally 
revealed  unfunded  liabilities.  Since  1982,  investment  returns  have 
been  high  and  wage  settlements  low  and  this  combination  has  placed 
many  plans  in  a  surplus  position.  The  recent  issue  of  surplus 
ownership  attests  to  the  fact  that  many  private  sector  pension  plans 
are  now  in  surplus. 

No  public  sector  pension  plan  responding  to  the  Task  Force  data 
questionnaire  indicated  that  it  currently  had  an  unfunded  liability. 
This  suggests  that  all  public  sector  pension  plans  are  in  actuarial 
surplus  and  this  conclusion  is  consistent  with  current  private  sector 
experience . 


-  73  - 


Size  of  Funds 


Table  13  provides  the  number  of  trusteed  pension  funds  by  asset  size 
for  the  years  1980,  1982  and  1984.  The  data  represents  a  combination 
of  private  sector  and  public  sector  pension  funds  across  Canada. 

Split  by  Sector  is  not  available. 

Table  13  indicates  that  more  pension  funds  of  smaller  size  are  being 
started.  This  could  be  caused  by  an  increase  in  the  number  of  smaller 
companies  providing  pension  plans  but  it  could  also  reflect  a 
substitution  of  trusteed  or  segregated  insurance  funds  for  funds 
invested  in  insurance  company  general  funds. 

Table  14  presents  cumulative  distribution  by  market  value  of  the  80 
largest  Ontario  public  sector  pension  funds  as  of  1985.  The  big  five 
plans,  TSF,  OMERS,  PSSF,  HOOPP  and  Hydro  have  total  funds  of  $25.9 
billion,  or  79J  of  the  total  funds  in  Ontario  public  sector  plans. 
Adding  the  SAF  funds  increases  this  total  to  $27.3  billion  and  raises 
the  percentage  representation  to  83%. 
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TABLE  13 


NUMBER  OF  PENSION  FUNDS 
BY 

ASSET  SIZE  GROUP 
1980  TO  1984,  CANADA 


1980 _  _ 1982 _  _ 198A 


Rante  In  Asset  Site 

Number 
of  Funds 

Percent 
of  Total 

Number 
of  Funds 

Percent 
of  Total 

Number 
of  Funds 

Percent 
of  Total 

Under  $100,000 

471 

14.5 

469 

13 . 5 

809 

22.0 

$100,000  -  $999,999 

1,393 

42.8 

1,459 

42.0 

1,284 

34.9 

$1,000,000  -  $4,999,999 

709 

21.8 

735 

21.2 

721 

19.6 

$5,000,000  -  $24,999,999 

414 

12.7 

484 

13.9 

482 

13.1 

$25,000,000  -  $99,999,999 

186 

5 . 7 

204 

5 . 9 

229 

6.2 

$100,000,000  and  over 

83 

2  .  5 

119 

3.4 

159 

4 . 3 

Total 

3,256 

100.0 

3,470 

100.0 

3,684 

100.0 

Source : 


Statistics  Canada 


TABLE  14 


CUMULATIVE  MARKET  VALUE  DISTRIBUTION 
OF  THE  80  LARGEST  ONTARIO  PUBLIC  SECTOR 
PENSION  FUNDS 


Funds 

(DECEMBER 

31.  1985) 

% 

Added 

Number 
of  Funds 

Cumulative 

Total 

Additional 

Funds 

Cumulative 

Total 

( $Millions ) 

( $Millions ) 

TSF 

1 

1 

8,992 

8,992 

27.5 

OMERS  (1) 

1 

2 

6,969 

15,961 

21.3 

PSSF 

1 

3 

3,895 

19,856 

11.9 

HOOPP 

1 

4 

3,204 

23,060 

9.8 

HYDRO 

1 

5 

2,886 

25,946 

8.8 

SAF 

1 

6 

1,307 

27,253 

4.0 

Next  18 

18 

4,672 

31,925 

14.3 

Next  21 

21 

728 

32,653 

2.2 

Next  16 

16 

59 

32,712 

0.2 

Next  29 

29 

6 

32,718 

0.0 

100.0 

(1)  Includes  CAAT  and 

Ryerson  pension 

funds . 

Source : 

Task  Force  on 

1  Investment  of 

Public  Sector 

Pension  Funds. 
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The  next  17  plans  add  $4.1  billion  which  brings  the  cumulative  total 
to  31.5  billion,  or  98%  of  all  funds  held  in  Ontario  public  sector 
plans.  The  remaining  57  plans  add  $734  million  bring  the  total  to 
$32.2  billion. 

Annual  Contributions 

Table  15  provides  a  split  between  employee  and  employer  contributions 
in  the  private  sector,  the  Canada-wide  public  sector  (excluding  the 
Ontario  public  sector  plans  separately  displayed),  and  the  Ontario 
public  sector.  Despite  the  inconsistency  in  the  data  (Ontario  public 

sector  being  1985  data  while  the  remainder  of  the  figures  are  1984 
data),  the  results  support  the  conclusion  that  public  sector  pension 
plans  require  substantially  higher  employee  contributions  to  help 
finance  the  higher  costs  associated  with  the  higher  public  sector 
benefits.  Note  that  non-Ontario  university  plans  are  included  with 
the  private  sector. 

Total  Cash  Flow  to  Pension  Funds 

Table  16  provides  the  growth  in  book  value  of  pension  funds  from  1980 
to  1984  split  between  the  public  and  private  sectors.  The  relative 
proportion  of  book  value  of  assets  representing  public  sector  and 
private  sector  funds  across  Canada  has  shown  very  little  change  over 
the  past  five  years.  However,  what  has  changed  are  the  total  absolute 
amounts.  The  average  annual  compounded  rate  of  growth  of  pension  fund 
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TABLE  15 


EMPLOYEE  AND  EMPLOYER  CONTRIBUTIONS 

SPLIT  BETOEEN  PRIVATE  SECTOR, 
CANADA-WIDE  PUBLIC  SECTOR 
AND 

 ONTARIO  PUBLIC  SECTOR 


In 

Thousands  of 

Dollars 

Private 

Sector  ( 1 ) 

Canada-Wide 

Public  Sector(2) 

Ontario  Public  Sector(3) 

Amount 

Percentage  of 
Total 

Contributions 

Amount 

Percentage  of 
Total 

Contributions 

Amount 

Percentage 

Total 

Contributions 

Employee 

Contributions 

728,866 

26.3 

1 , 177, 105 

47.5 

755,462 

47.9 

Employer 

Contributions 

2,038.680 

73.7 

1,300,980 

52.5 

821,808 

52.  1 

Total 

2,767,546 

100.0 

2,478,085 

100.0 

1,557,270 

100.0 

Private  Sector  and  Canada-Wide  Public  Sector  data  are  in  respect  of  calendar  year  1984. 

Canada-Wide  Public  Secto-  data  excludes  only  the  Ontario  Public  Sector  data  which  is 
shown  separately. 

Ontario  Public  Sector  data  is  in  respect  of  calendar  year  1985. 


Sources:  Statistics  Canada. 

TasK  Force  on  the  Investment  of  Public  Sector  Pension  Funds. 
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PENSION  FUNDS:  1980-1984 
SPLIT  BY  SECTOR.  CANADA 
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assets  (book  value)  from  December  1979  to  December  1984  is 
approximately  13. with  the  major  growth  coming  at  the  beginning  of 
the  1980 's.  There  are  over  $96  billion  of  assets  at  the  end  of  1984 
in  trusteed  pension  funds. 
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IV 


MEMBER  PARTICIPATION  AND  FUND  MANAGEMENT 


Part  IV  reviews  new  federal  and  provincial  requirements  for  member 
participation  in  pension  plan  administration  and  fund  investment, 
summarizes  a  survey  of  private  sector  Mercer  clients  measuring  current  and 
expected  future  member  participation  in  plan  administration  and  compares 
private  sector  results  with  current  practices  in  the  public  sector. 

Multi-employer  union-negotiated  pension  plans  are  not  considered.  These 
plans  typically  have  at  least  50  percent  member  representation  on  the  Board 
of  Trustees.  This  gives  most  multi-employer  plan  members  assured 
representation  in  all  administrative  decisions  affecting  the  pension  plans, 
including  investment  fund  management  decisions. 

1 .  New  Legislative  Requirements  for  Member  Participation 

Pension  Benefits  Act 

Section  25  of  the  proposed  new  Ontario  Benefits  Act  ensures  that  plan 
members  have  the  right  to  establish  an  advisory  committee  if  requested 
by  a  majority  of  members,  and  in  the  absence  of  an  existing  pension 
committee  with  employee  representation.  Each  class  of  employees  that 
is  covered  by  the  pension  plan  would  be  entitled  to  appoint  at  least 
one  representative  to  the  advisory  committee.  The  advisory  committee 
would  have  the  authority  to: 
o  monitor  the  administration  of  the  plan; 
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o  make  recommendations  to  the  administrator  respecting  the 
administration  of  the  plan;  and, 

o  promote  awareness  and  understanding  of  the  plan  among  the  plan 
membership . 

The  administrator  of  a  pension  plan  will  be  responsible  for  ensuring 
that  the  pension  plan  and  the  pension  fund  are  administered  in 
accordance  with  the  Pension  Benefits  Act  and  its  regulations.  This 
indicates  that  the  term  "administration”  in  section  25  covers  all 
facets  of  a  pension  plan  operation  including  pension  fund  management 
which  suggests  that  the  advisory  committee  may  be  able  to  make 
recommendations  to  the  administrator  regarding  fund  management. 

While  an  advisory  committee  may  be  able  to  monitor  and  make 
’■ecommendations  respecting  plan  administration,  the  proposed  new  PBA 
does  not  require  the  administrator  to  adopt  the  recommendations.  In 
essence,  section  25  ensures  that  plan  members  have  a  voice,  but  not  a 
vote  in  the  operation  of  the  pension  plan  of  which  they  are  members. 

Section  25  would  not  operate  where  a  pension  plan  is  currently 
administered  by  a  pension  committee  which  has  at  least  one 
representative  appointed  by  the  members  of  the  plan.  The  most  common 
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example  is  multi-employer  plans  established  by  collective  agreement 
where  one  half  of  the  plan  administration  committee  are  plan  members. 

Pension  Benefits  Standards  Act 

The  federal  Pension  Benefits  Standards  Act  also  provides  a  mechanism 
that  ensures  plan  members  have  a  voice  in  the  administration  of  their 
plan.  However,  the  mechanism  is  more  complicated.  If  a  pension 
committee  exists,  or  if  an  employer  establishes  a  pension  committee, 
then  at  least  one  member  of  the  committee  must  be  a  plan  member  if 
requested  by  a  majority  of  plan  members.  If  a  pension  plan  has  50  or 
more  members  and  if  requested  by  a  majority  of  members,  the  employer 
must  establish  a  pension  committee  with  at  least  one  member 
representative . 

The  PBSA  also  makes  specific  allowance  for  retired  member 
representation.  If  there  is  a  pension  committee,  and  if  there  are  50 
or  more  retired  members,  then  a  retired  member  must  be  a 
representative  on  the  committee  if  requested  by  a  majority  of  retired 
members . 

A  PBSA  pension  committee  has  similar  rights  to  that  assured  under 
Ontario  PBA.  However,  unlike  the  PBA  these  rights  are  expressed  as 
"duties"  of  the  pension  committee.  The  principal  duties  of  a  PBSA 
pension  committee  are  to: 
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o  promote  awareness  and  understanding  of  the  plan  among  members; 
and , 

o  review  the  financial,  actuarial  and  administrative  aspects  of  the 
plans  at  least  once  a  year. 

As  with  Ontario’s  proposed  new  PBA,  the  federal  legislation  does  not 
give  plan  members  a  vote  in  fund  management,  but  it  does  give  plan 

members  a  voice.  While  the  PBSA  does  not  explicitly  give  the  pension 

committee  the  right  to  make  recommendations  as  does  the  PBA,  it  is 
expected  that  plan  members  on  the  pension  committee  will  have  the 
opportunity  to  voice  their  views  on  various  aspects  of  plan 
administration  including  fund  management  during  the  review  of  the 
financial  aspects  of  the  pension  plan. 

2.  Ownership  of  Pension  Surpluses 

The  recent  continuing  public  controversy  over  the  withdrawal  of 
pension  plan  surpluses  and  the  ownership  of  surpluses  has  undoubtedly 
added  to  the  interest  of  plan  members  in  the  administration  of  their 
pension  plans.  The  pension  advisory  committee  may  provide  plan 
members  with  a  mechanism  to  ensure  that  they  understand  their  rights 
under  their  plan  and  that  their  rights  are  being  protected. 
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Recent  court  cases  deciding  the  ownership  of  pension  plan  surpluses 
have  concentrated  on  the  specific  wording  contained  in  plan 
documentation.  This  includes  the  trust  agreement,  the  plan 
description  and  employer  communications  to  members  explaining  the 
terms  and  benefits  of  the  plan.  In  general,  the  courts  have  indicated 
that  surpluses  cannot  be  refunded  to  the  sponsor  if  plan  documentation 
gave  any  indication  that  employer  contributions  are  "irrevocable"  or 
"exclusively  for  the  benefit  of  plan  members".  As  well,  the  court  has 
often  not  recognized  amendments  to  a  plan  allowing  surplus  withdrawals 
by  employers  where  the  original  plan  documentation  did  not  contain  a 
clear  and  unfettered  statement  about  the  sponsor's  power  to  amend  the 
plan . 

The  proposed  new  Pension  Benefits  Act  does  not  determine  surplus 
ownership.  However,  it  has  established  a  clear  procedure  to  ensure 
that  surplus  withdrawals  are  made  in  accordance  with  the  terms  and 
conditions  of  the  pension  plan.  In  addition  to  requiring  an  employer 
to  give  due  notification  of  plan  members  of  an  intended  surplus 
withdrawal,  the  Pension  Commission  requires  clear  documentation  as  to 
the  employer's  entitlement  to  the  surplus,  otherwise  there  must  be  a 
judicial  determination  that  the  employer  may  withdraw  the  surplus. 
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When  the  Government  of  Ontario  tabled  the  proposed  new  Pension 
Benefits  Act  on  December  9,  1986,  it  also  established  a  Task  Force  on 
Mandatory  Inflation  Protection  for  Employment  Pension  Plans.  In 
addition  to  recommending  how  inflation  protection  should  be 
implemented  in  employment  pension  plans,  it  was  asked  to  explore  the 
relationship  between  surpluses  and  inflation  protection.  Pending  the 
recommendations  and  findings  of  the  Task  Force,  the  Government  imposed 
a  moratorium  on  the  withdrawal  of  pension  surpluses. 

3.  Current  and  Future  Member  Participation 
In  Management  of  Private  Sector  Plans 

Twenty-three  single  employer  pension  plans  for  which  Mercer  serves  as 
actuary  were  surveyed  to  estimate  the  extent  members  of  private 
pension  plans  currently  have  representation  in  the  management  of  their 
pension  plan.  Fund  size  of  the  sample  plans  ranged  from  $0.7  to  $650 
million.  For  survey  purposes  member  representation  excluded  senior 
management  such  as  Company  Treasurers.  While  these  individuals  can  be 
plan  members,  they  are  not  usually  representatives  of  the  general  plan 
membership . 

As  indicated  by  Table  17  only  5  of  the  23  plans,  or  about  20  percent, 
had  any  member  representation.  Two  were  contributory  final  average 
plans,  two  were  flat  benefit  plans  and  one  was  a  contributory  career 
average  plan.  Of  these  plans,  only  one  allowed  member  representatives 
to  have  a  vote  in  the  pension  plans  investment  decisions.  This  was 
one  of  the  flat  benefit  plans  which  is  union  negotiated. 
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TABLE  17 


CURRENT  AND  FUTURE  MEMBER  REPRESENTATION 
23  PRIVATE  SECTOR  PD^S 


Current  Future 


Plan  Type 

Member 

Representation 

Member  Representation 

Yes 

No 

Yes 

Final/Best 

Average  (C) 

2 

7 

6 

3 

Final/Best 

Average  (NC) 

0 

3 

2 

1 

Career 

Average  (C) 

1 

3 

3 

1 

Career 

Average  (NC) 

0 

1 

0 

1 

Money- 

Purchase  (C) 

0 

1 

0 

1 

Flat  Benefit 

2 

3 

5 

0 

Total 

5 

18 

16 

7 

Overall  Total 

23 

23 

87 


The  20%  estimate  of  member  representation  among  single  employer 
pension  plans  is  believed  to  over-estimate  member  representation  among 
private  sector  single  employer  plans.  Discussions  with  Mercer 
consultants  suggest  that  less  than  10%  of  private  sector  plans  have 
member  representation. 

Table  17  also  indicates  that  16  of  the  23  private  sector  plans  expects 
that  new  pension  legislation  will  result  in  formal  member 
representation  on  a  pension  advisory  committee.  With  the  exception  of 
the  one  flat  benefit  plan  that  currently  allows  members  to  vote  on 
investment  management  issues,  member  representatives  on  the  new 
advisory  committees  will  only  have  the  authority  to  make 
recommendations  with  respect  to  various  aspects  of  plan  management, 
including  investment  policy  and  strategies. 

While  the  Mercer  sample  is  small  and  not  scientifically  structured,  it 
nonetheless  suggests  that  new  pension  legislation  will  have  a 
potentially  significant  impact  on  plan  member’s  awareness  of  the 
operation  of  their  pension  plans.  The  figures  in  Table  17  suggest 
there  will  be  a  three-fold  increase  in  the  number  of  pension  plans 
that  will  have  a  formal  mechanisms  for  plan  members  to  comment  on  the 
administration  of  their  pension  plans. 
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4.  Current  Member  Participation  in  Management 
of  Public  Sector  Pension  Plans 

Data  on  the  44  largest  public  sector  pension  plans  constituting  99 
percent  of  public  sector  pension  assets  were  provided  by  the  Task 
Force  and  reviewed  for  an  indication  of  member  representation.  Of  the 
44  plans,  35  submitted  sufficiently  complete  questionnaires  to 
determine  member  representation.  Member  representation  includes  union 
and  non-union  representation.  Respondents  did  not  indicate  if 
non-union  representatives  were  ’’management  employees”  or  ’’general 
employees” . 

As  indicated  in  Table  18,  28  of  the  35  plans,  or  about  80  percent, 
currently  have  member  representation  in  the  administration  of  their 
pension  plans  which  includes  membership  on  the  Board  of  Trustees, 

This  is  four  times  the  estimated  level  of  member  representation  in 
private  sector  plans.  The  28  plans  include  the  four  largest  public 
sector  plans:  OMERS,  TSF,  PSSF  and  HOOPP. 

Table  18  also  indicates  that  9  of  the  28  plans  with  member 
representation  draw  the  representatives  from  both  non-union  and  union 
members.  Eight  plans  have  only  union  representatives  and  11  plans 
have  only  non-union  member  representatives. 

An  examination  of  Task  Force  data  indicates  that  at  least  16  public 
sector  pension  plans  which  have  member  representation  allow  the 
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representatives  to  participate  in  decisions  affecting  investment  fund 
management.  In  other  plans  member  representatives  are  limited  to 
participation  in  decisions  affecting  plan  administration  and 
communications.  Summaries  of  member  representation  in  selected  public 
sector  pension  plans  give  an  insight  into  the  spectrum  of  member 
influence  on  plan  operations. 

The  Teachers  Superannuation  Commission,  which  is  comprised  of  five 
government  representatives  and  five  teacher  union  representatives,  is 
responsible  for  the  administration  of  the  Teachers  Superannuation  Act. 
This  mechanism  provides  members  of  the  TSF  with  direct  authority  to 
ensure  the  smooth  and  effective  administration  and  communication  of 
plan  benefits.  However,  the  TSC  has  no  authority  to  affect  changes  in 
the  TSF  investment  policy  or  fund  management.  This  is  determined  by 
the  Government  of  Ontario. 

The  Public  Service  Superannuation  Board,  which  is  comprised  of  4 
people  of  whom  1  is  a  union  representative,  administers  the  Public 
Service  Superannuation  Act.  The  PSSB  serves  essentially  the  same 
function  and  has  the  same  limitations  as  the  Teachers'  Superannuation 
Commission.  It  provides  a  good  mechanism  for  plan  members  to  ensure 
the  smooth  and  effective  administration  and  communication  of  benefits, 
but  it  has  no  influence  of  investment  policy  which  is  again  determined 
by  the  Government  of  Ontario. 
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HOOPP  is  invested  in  marketable  securities  and  the  plan  is  the 
ultimate  responsibility  of  the  Ontario  Hospital  Association  Board  of 
Directors  made  up  of  46  individuals.  There  is  no  member 
representation  on  the  Board.  However,  the  pension  responsibility, 
including  investment  policy,  has  been  largely  delegated  to  a  Pension 
Committee.  It  is  comprised  of  four  union  representatives,  two 
government  representatives  and  sixteen  members  of  the  Board  of 
Directors . 

The  Hydro  pension  fund  is  fully  invested  in  marketable  securities  and 
there  is  no  member  representation  on  the  Board  of  Directors. 

The  OMERS  Board  has  eleven  members  and  eight  of  the  eleven  members 
must  be  employees.  Of  the  eight  employee  members,  three  must  be 
management  employees.  Of  the  five  non-management  employees,  four  are 
currently  union  representatives.  Board  approval  is  required  for 
investment  decisions  regarding  asset  mix  and  major  investments.  An 
Investment  Policy  Committee  recommends  investment  policy  to  the  Board. 
This  committee  has  two  Board  members.  The  majority  of  the  other 
members  are  senior  people  with  investment  and  other  financial 
management  experience. 
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The  Toronto  Civic  Employees  Pension  and  Benefit  Fund  and  the  Toronto 
Fire  Department  Superannuation  and  Benefit  Fund  are  both  closed  funds, 
with  new  members  being  covered  under  OMERS.  Combined  assets  of  these 
closed  funds  exceed  $450  million.  In  both  funds  there  is  union  member 
representation  on  the  Boards  of  Trustees,  but  it  is  under  50  percent. 
Unanimous  consent  of  the  Board  of  Trustees  is  required  in  all 
investment  decisions. 

The  Municipality  of  Metro  Toronto  Pension  Plan  is  also  a  closed  fund 
with  assets  having  a  market  value  of  about  $440  million.  The  Board  of 
Trustees  has  two  employees  and  two  employer  representatives  and  an 
independent  chairman.  Board  of  Trustee  approval  is  required  for 
investment  decisions  regarding  asset  mix  and  major  investments. 

The  TTC  Pension  Fund  Society  with  market  value  of  $560  million  has 
eight  members  on  the  Board  of  Trustees,  of  whom  four  represent  the 
union.  Board  of  Trustee  majority  approval  is  required  for  investment 
decisions  regarding  asset  mix. 

Of  the  18  university  plans  surveyed,  8  have  member  representation  of 
at  least  50%  of  the  body  responsible  for  the  pension  plan.  However, 
the  authority  of  the  responsible  body  varies  from  university  to 
university  and  does  not  appear  to  be  linked  to  whether  or  not  members 
have  majority  representation.  For  example  at  Queens  University 
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members  represent  a  majority  on  the  pension  plan's  Board  of  Trustees. 

A  sub-committee  of  the  Board  of  Trustees  reviews  and  approves 
investment  strategy,  however,  the  Board  of  Trustees  has  the  power  to 
give  final  approval.  At  York  University,  member  and  union 
representatives  make  up  73%  of  the  plan's  Board  of  Trustees. 

Guidelines  and  recommendations  from  an  Investment  Committee  are  passed 
to  the  Board  of  Trustees  who  review  them  and  pass  them  on  to  the 
University's  Board  of  Governors,  which  has  the  final  say.  At  Brock 
University  employee  representation  makes  up  a  majority  on  the  plan's 
Board  of  Trustees,  which  controls  certain  investment  decisions. 

Conclusions  Regarding  Member  Participation  and  Fund  Management 

The  available  information  regarding  membership  representation  and 
investment  decisions  in  private  and  public  sector  pension  plans  is 
limited.  However,  some  tentative  conclusions  can  be  drawn. 

First,  member  representation  is  more  likely  to  occur  in  public  sector 
plans  than  private  sector  plans.  Mercer's  sampling  of  23  single 
employer  pension  plans  suggest  only  a  small  percentage,  20  percent,  of 
private  sector  pension  plans  currently  have  member  representation.  In 
contrast,  data  collected  by  the  Task  Force  suggests  that  as  many  as  80 
percent  of  public  sector  plans  have  member  representation. 
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Second,  public  sector  member  representatives  are  much  more  likely  to 
participate  in  decisions  affecting  investment  fund  management  than  are 
private  sector  pension  plan  member  representatives. 

Third,  the  new  provisions  of  the  Pension  Benefits  Act  ensuring  members 
have  the  right  to  form  an  advisory  committee  will  lead  to  a  large 
increase  in  the  number  of  private  sector  plans  with  member 
representation.  Mercer’s  sample  suggest  there  could  be  a  threefold 
increase . 

Fourth,  with  few  exceptions,  private  sector  pension  plans  do  not  plan 
in  the  future  to  allow  member  representatives  to  participate  to  any 
significant  extent  in  pension  fund  investment  decisions.  Investment 
decisions  will  probably  remain  the  responsibility  of  the  plan  sponsor. 

Fifth,  private  sector  flat  benefit  union  negotiated  private  sector 
pension  plans  are  most  likely  to  have  member  representation  both  now 
and  in  the  future.  This  probably  reflects  the  attitude  of  both 
employer  and  employee  that  a  flat  benefit  pension  fund  comprises  the 
deferred  earnings  of  plan  members  and  therefore  members  have  a  clear 
right  to  participate  in  its  administration  and  management. 
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TABLE  18 


MEMBER  REPRESENTATION 
AMONG  35  ONTARIO  PUBLIC  SECTOR  PLANS 


Number  of  Plans  which 

Completed  Questionnaire 

35 

Number  of  Plans  Indicating 

Member  Representation 

28 

Percentage  of  35  Plans 

80 

Number  of  Plans  with  both 

Union  and  Non-Union  Representation 

9 

Percentage  of  28  Plans 

32 

Number  of  Plans  with  only 

Union  Representation 

8 

Percentage  of  28  Plans 

28 

Number  of  Plans  with  only 

Non-Union  Representation 

1 1 

Percentage  of  28  Plans 

40 

95 


In  general,  member  representation  should  result  in  increased  awareness 
of  the  plan  administration  and  investment  performance  by  both  private 
and  public  sector  pension  plan  members.  However,  private  sector 
members  are  less  likely  to  have  a  meaningful  input  on  the 
administration  of  their  plan  or  the  management  of  their  pension  fund 
than  public  sector  plan  members. 

Member  representation  will  mean  that  employers  will  have  greater 
opportunity  to  consider  the  recommendations  of  plan  members,  even 
though  they  will  not  be  required  to  adopt  them.  Member  representation 
will  also  offer  employers  the  opportunity  to  improve  communications 
regarding  the  pension  plans  and  to  the  extent  this  removes 
misunderstandings  and  confusion,  better  employee  and  employer 
relations  should  emerge. 
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V 


CANADA  PENSION  PLAN  AND  PUBLIC  SECTOR  EMPLOYMENT  PLANS 


This  section  summarizes  and  compares  principal  membership  and  financing 

characteristics  of  the  Canada  Pension  Plan  and  Ontario  public  sector 
employment  pension  plans.  The  implications  of  these  characteristics 
for  the  investment  of  CPP  funds  and  public  sector  funds  are  then 
considered . 

1 .  The  Canada  Pension  Plan 

CPP  Membership  Characteristics 

With  a  few  exceptions,  participation  in  the  Canada  Pension  Plan  and 
the  parallel  Quebec  Pension  Plan  is  compulsory  for  all  individuals 
between  the  ages  18  and  65  who  earn  in  excess  of  the  Year’s  Basic 
Exemption(YBE) ,  which  in  1987  is  $2,500.  Individuals  over  age  65  but 
less  than  70  with  earnings  may  voluntarily  contribute  to  the  C/QPP. 
Membership  applies  to  both  employed  and  self-employed  members  of  the 
labour  force. 

Table  19  presents  1984  membership  statistics  by  sex  for  both  the  C7QPP 
and  employment  pension  plans.  In  1984  nearly  11.5  million  Canadians 
contributed  to  the  C/QPP  and  of  this  amount,  4.3  million  or  40  percent 
were  resident  in  Ontario.  The  corresponding  figures  for  employment 
pension  plan  membership  are  4.6  million  across  Canada,  of  which  1.8 
million  or  40  percent  reside  in  Ontario. 
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TABLE  19 


CANADA/QUEBEC  AND  EMPLOYMENT  PENSION  PLANS 
 MEMBERSHIP  BY  SEX  (THOUSANDS) 


(OOO's) 


ONTARIO  CANADA 


Employment 

Employment 

Plans 

(%) 

C/QPP 

(%) 

Plans 

(%) 

C/QPP 

{%) 

Male 

1,189.9 

66.6 

2,507.9 

57.8 

3,039.4 

66.6 

6.804.1 

59.2 

Female 

596.9 

33.4 

1  ,832.6 

42.2 

1  ,525.2 

33.4 

4,694.1 

40.8 

Total 

1,786.8 

100.0 

4,340.5 

100.0 

4,565.7 

100.0 

11,498.2 

100.0 

Source ; 

Health  and 

Welf  are 

Canada . 

Revenue  Canada. 


The  figures  in  Table  19  also  reveal  that  women  represent  a  higher 
proportion  of  C/QPP  membership  than  employment  pension  plan 
membership,  both  across  Canada  and  within  Ontario.  For  example,  42.2 
percent  of  C/QPP  contributors  in  Ontario  are  women  versus  only  33.4 
percent  for  employment  pension  plans.  This  discrepancy  is  mostly 
attributable  to  the  disproportionate  representation  of  women  in  the 
service  industries  and  part-time  employment  which  do  not  generally 
provide  employment  pension  coverage,  but  do  have  C/QPP  coverage. 

Near  universal  coverage  of  both  employed  and  self-employed  individuals 
is  the  principal  membership  characteristic  that  distinguishes  the 


-  98  - 


C/QPP  from  voluntarily  established  employment  pension  plans.  As 
indicated  in  Table  20,  almost  90  percent  of  tax  filers  in  Ontario  and 
across  Canada  who  are  either  employed  or  self-employed  contributed  to 
the  C/QPP  in  1984.  The  majority  of  the  slightly  more  than  10  percent 
who  did  not  contribute  had  earnings  less  the  1984  YBE  of  $2,000. 

TABLE  20 

COMPARATIVE  COVERAGE  OF  CANADA/QUEBEC  AND 
EMPLOYMENT  PENSION  PLANS,  1984 

(OOO's) 


ONTARIO 

CANADA 

Employed  and  Self-Employed  Tax 

filers 

4,931.1 

13, 190.9 

Employment  Pension  Plan  Membership 

1,786.8 

4,564.6 

%  EPP  Coverage 

36.2 

34.6 

Canada  and  Quebec  Pension  Plan 

Membership 

4,340.5 

11,498.2 

%  C/QPP  Coverage 

88.0 

87.2 

Source:  Health  and  Welfare  Canada. 

Revenue  Canada. 
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In  contrast,  corresponding  coverage  by  employment  pension  plans  was 
34.6  percent  across  Canada,  and  a  slightly  higher  36.2  percent  for 
Ontario.  It  should  be  noted  that  the  differential  in  coverage  is 
largely  shaped  by  the  varied  consumption  and  savings  priorities  of 
Canadians  and  the  ability  of  employers  to  provide  their  employees 
pension  coverage.  As  is  indicated  by  Table  21,  voluntary  employment 
pension  plan  coverage  relative  to  mandatory  C/QPP  coverage  rises  with 
income  and  age.  In  general,  the  voluntary  employment  pension  plan 
system  has  been  shown  to  provide  coverage  for  those  employees  who 
want,  and  would  benefit  from  supplementary  coverage,  and  exempts  those 
who  do  not. 

CPP  Benefits  Guaranteed  by  Government  Taxing  Authority 
Employment  pension  plan  benefits  are  guaranteed  by  the  financial 
assets  invested  under  the  terms  of  the  plan.  Periodic  actuarial 
valuations  ensure  that  accumulated  assets  are  sufficient  to  finance 
benefits  accrued  in  the  past  and  that  contribution  rates  are 
sufficient  to  fund  benefits  accruing  in  the  future.  In  the  event  of 
bankruptcy  of  the  employer  or  discontinuation  of  the  pension  plan,  the 
assets  accumulated  in  the  pension  fund  ensure  promised  pensions  are 
paid . 
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TABLE  21 


VOLUNTARY  PENSION  PLAN  COVERAGE, 
PUBLIC  AND  PRIVATE  SECTORS,  1979 

(Percent  OF  CPP  CONTRIBUTIONS) 


PRIVATE  SECTOR  PLANS 


Employment  Income 


Age  of  Contributor 


18-24 


Less  than  $  7,500 

8.9 

$  7,500  -  $14,999 

18.5 

$15,000  -  $22,499 

34.7 

$22,500  -  $29,999 

29.0 

$30,000  + 

70.5 

Males  Females 


25-44 

45-64 

18-24 

25-44 

45-64 

11.9 

17.0 

5.8 

8.7 

7.9 

39.4 

57.2 

32.0 

46.1 

53.1 

63.2 

79.2 

48.5 

81.4 

77.8 

73.2 

89.7 

2 

69.8 

62.5 

78.0 

97.4 

2 

29.8 

46.3 

PUBLIC  SECTOR  PLANS 
Employment  Income 

Age  of  Contributor 


Males 

F  emales 

18-24  25-44  45-64 

18-24  25-44  45-64 

Less  than 

$  7,500 

6.3 

32.7 

25.9 

20.9 

37.8 

23.9 

$  7,500  - 

$14,999 

60.8 

78.6 

87.2 

85.6 

87.9 

81.9 

$15,000  - 

$22,499 

96. 1 

95.0 

92.8 

92.3 

95.6 

96.6 

$22,500  - 

$29,999 

99.9 

98.5 

95.8 

38.0 

98.6 

99.5 

$30,000  + 

2 

96.8 

99.4 

2 

97.0 

97.7 

Source : 


Pensions  Today  and  Tomorrow,  position  paper  (Toronto;  Ontario 
Economic  Council,  1983). 


$7,500  was  approximately  one-half  the  Average  Industrial  Wage  in  1979. 
Insufficient  data  to  report  percentages. 
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TABLE  22 


CANADA  PENSION  PLAN 
CONTRIBUTION,  RATE  CASH  FLOW 
AND 

FUND  PROJECTIONS  1986  -  21000 


Year 

Pay-Go 

Contr: 

Rate* 

ibutions 

Amount 

Benefits 

and 

Expenses 

Net  Cash 
Flow  From 
Provinces 
(3)  «  (2) 

Interest 
On  Fund 

Net  Loans 
To 

Provinces 
(5)  -  (4) 

Fund 

At 

Year-End 

Ratio  of 
Fund  To 
Expen- 
Diture** 

(a) 

(1  ) 

(2) 

(3) 

(4) 

(5) 

(6) 

(7) 

(8) 

a 

» 

fo 

$ 

$ 

$ 

$ 

$ 

$ 

1986 

4.05 

3.60 

4900 

5514 

614 

3301 

2687 

33.8 

4.99 

1987 

4.76 

3.80 

5414 

6780 

1366 

3591 

2225 

36.0 

4.58 

1988 

5. 18 

J4.00 

6071 

7867 

1796 

3848 

2025 

38.  1 

4.29 

1989 

5.46 

4.20 

6837 

8884 

2047 

4084 

2037 

40.1 

4.11 

1990 

5.63 

4.40 

7644 

9775 

2137 

4312 

2181 

42.3 

L.OO 

1991 

5.74 

4.60 

8475 

10576 

2101 

4550 

2449 

44.8 

3.93 

1992 

5.86 

4.75 

9233 

11381 

2148 

4812 

2664 

47.4 

3.87 

1993 

5.94 

4.90 

1011 1 

12253 

2142 

5059 

2917 

50.3 

3.80 

1994 

6. 06 

5.05 

11043 

13256 

2213 

5283 

3070 

53.4  . 

3.72 

1995 

6.  18 

5.20 

12075 

14359 

2284 

5464 

3180 

56.6 

3.64 

1996 

6.30 

5.35 

13214 

15550 

2336 

5612 

3276 

59.9 

3.56 

1997 

6.42 

5.50 

14412 

16827 

2415 

5760 

3345 

63.2 

3.49 

1998 

6.53 

5.65 

15693 

18125 

24  32 

5907 

3475 

66.7 

3.42 

1999 

6. 64 

5.80 

17046 

19517 

2471 

6050 

3579 

70.3 

3.34 

2000 

6.75 

5.95 

18555 

21038 

2483 

6170 

3687 

74.0 

3.26 

2001 

6.84 

6.10 

20216 

22669 

2453 

6240 

3797 

77.7 

3. 19 

2002 

6.94 

6.25 

21939 

24361 

2422 

6246 

3824 

81.6 

3. 12 

2003 

7.01 

6.40 

23870 

26143 

2273 

6260 

3987 

85.5 

3.05 

2004 

7.  10 

6.55 

25979 

28043 

2164 

6381 

4197 

89.7 

2.98 

2005 

7.  18 

6.70 

28073 

30098 

2025 

64il3 

4418 

94.2 

2.91 

2006 

7.30 

6.85 

30412 

32400 

1988 

6582 

4594 

98.8 

2.83 

2007 

7.42 

7.00 

32923 

34906 

1983 

6720 

4737 

103.5 

2.75 

2008 

7.56 

7.15 

35602 

37623 

2021 

6874 

4853 

108.3 

2.67 

2009 

7.71 

7.30 

3841  1 

40590 

2179 

7040 

4861 

113.2 

2.58 

2010 

7.88 

7.45 

41442 

43844 

2402 

7208 

4806 

118.0 

2.49 

201 1 

8.08 

7.60 

44680 

47485 

2805 

7368 

4563 

122.6 

2.39 

2012 

8. 12 

7.90 

48975 

51357 

2382 

7521 

5139 

127.7 

2.30 

2020 

10.09 

10.10 

94857 

94720 

-137 

11097 

11234 

196.2 

1.90 

2025 

11.27 

11.07 

133519 

135885 

2366 

14611 

12245 

256.4 

1.76 

2030 

12.03 

11.65 

181605 

187598 

5993 

18198 

12205 

317.0 

1.60 

2050 

11.49 

11.68 

537965 

523945 

-8620 

59975 

68595 

1066.0 

1.91 

2075 

11.42 

11.34 

1993527 

2006804 

13337 

247060 

233723 

4354.7 

2.05 

2100 

11.50 

11.40 

7593907 

7659365 

65458 

916638 

951180 

16144.9 

1.98 

Source 

:  Canada  Pension  Plan 

Statutory 

Actuarial 

Report  No. 

10  as  at 

December  31 

,  1985, 

Department  of  Insurance,  Canada,  August  22,  1986. 
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In  contrast  to  employment  pension  plans,  there  is  no  need  for  the 
Canada  Pension  Plan  to  accumulate  an  investment  fund  to  guarantee 
promised  benefits.  The  plan  was  established  with  the  understanding 
that  it  would  never  be  discontinued  and  that  the  guarantee  of  promised 
benefits  lay  with  the  ability  of  federal  and  provincial  governments  to 
raise  revenue.  Because  the  CPP  is  designed  to  be  self-financing 
pay-as-you-go  contributory  plan,  this  guarantee  will  be  fulfilled  by 
raising  employer  and  employee  contributions  as  needed. 

While  the  CPP  does  have  an  investment  fund,  its  existence  should  not 
be  interpreted  as  providing  a  supplemental  guarantee  that  promised 
benefits  will  be  paid.  This  can  be  illustrated  by  examining  the  CPP's 
most  recent  actuarial  report  which  assesses  the  consequences  of  the 
recent  federal-provincial  agreement  on  CPP  financing. 

As  indicated  in  Table  22,  the  Department  of  Insurance  estimates  the 
CPP  investment  fund  will  be  $33.8  billion  at  the  end  of  1986,  or  about 
5  times  expected  benefit  expenditures  in  the  following  year.  While 
$33.8  billion  is  a  large  sum,  it  is  far  short  of  the  amount  that  is 
needed  to  fully  fund  promised  CPP  benefits.  The  same  actuarial  report 
estimates  that  the  unfunded  liability  of  the  CPP  at  the  end  of  1986 
was  $305  billion,  which  is  slightly  more  than  nine  times  the  size  of 
the  CPP  investment  fund. 
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The  recent  federal-provincial  agreement  on  CPP  financing  will  result 
in  even  a  higher  ratio  of  unfunded  liability  to  investment  fund  assets 
in  the  future.  While  direct  estimates  of  this  ratio  are  not  provided 
in  the  CPP  actuarial  report,  the  relative  size  of  the  CPP  investment 
fund  to  benefit  expenditures  illustrates  the  direction  of  change. 

As  mentioned  above,  the  CPP  investment  at  the  end  of  1986  is  almost  5 
times  the  following  next  year’s  benefit  expenditures.  However,  under 
the  new  federal-provincial  CPP  financing  agreement,  the  size  of  the 
CPP  investment  fund  relative  to  the  subsequent  year’s  benefit  will 
gradually  decrease  to  a  target  level  of  2.0.  As  indicated  in  Table  4, 
the  1986  ratio  of  4.99  is  projected  to  decline  to  4.00  by  1990,  2.98 
by  2004  and  1.9  by  2020.  A  fund-benefit  ratio  of  2.0  provides  a 
contingency  fund  to  accommodate  most  unexpected  short-run  imbalances 
between  contribution  inflows  and  benefit  outflows  of  a  pay-as-you-go 
pension  plan. 

The  current  large  ratio  of  the  CPP’s  unfunded  liability  to  its 
investment  fund  and  the  planned  future  decline  of  the  CPP  investment 
fund  relative  to  annual  benefit  expenditures  indicate  that  the  CPP 
investment  fund  provides  no  supplemental  guarantee  that  promised 
benefits  will  be  paid.  The  guarantee  of  CPP  benefits  rests  with  the 
ability  of  future  federal  and  provincial  governments  ability  to  raise 
future  CPP  contributions  to  finance  concurrent  CPP  benefits. 
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Allocation  of  CPP  Investment  Fund  Earnings  To  Client  Group 


While  the  CPP  is  essentially  pay-as-you-go  financed  and  this  ensures 
that  contributions  are  the  principal  source  of  financing  CPP  benefits, 
investment  earnings  of  the  CPP  investment  fund  do  provide  a  second 
source  of  financing.  As  indicated  in  Table  4,  an  estimated  $614 
million  of  the  $3,301  million  in  provincial  interest  payments  were 
used  to  help  finance  the  $5,514  million  in  CPP  benefits  and  expenses 
in  1986.  Interest  payments  not  used  to  help  finance  benefits  are 
loaned  to  the  provinces. 

This  system  of  allocating  CPP  investment  fund  earnings  suggests  there 
are  two  client  groups  being  served  by  the  current  CPP  investment  fund 
arrangements:  CPP  participants  and  provincial  governments. 

CPP  participants,  or  more  specifically,  CPP  contributors  benefit  from 
the  $614  million  in  investment  earnings  because  this  allows  the 
federal  and  provincial  governments  to  keep  the  CPP  combined  employee 
and  employer  contribution  rate  at  3-6  percent,  or  some  0.45  percentage 
points  below  the  CPP's  underlying  pay-as-you-go  contribution  rate. 

Table  23  presents  estimates  of  the  impact  projected  future  CPP 
investment  earnings  will  have  on  keeping  future  CPP  contribution  rates 
below  their  corresponding  underlying  pay-as-you-go  levels.  The 
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largest  impact  is  projected  to  occur  in  1989  when  $2,04?  million  in 
investment  earnings  will  be  used  to  maintain  a  1.26  percentage  point 
differential  between  scheduled  CPP  contribution  rates  and  the 
underlying  pay-as-you-go  rate.  Over  the  following  years,  the  CPP 
investment  earnings  will  have  a  gradually  decreasing  impact  on 
contribution  rates. 

The  diminishing  impact  of  CPP  investment  earnings  in  the  future  is  not 
unexpected.  As  noted  above,  the  recent  federal-provincial  CPP 
financing  agreement  ensures  that  the  CPP  investment  funds  relative 
size  will  decline  and  therefore,  the  impact  of  its  investment  earnings 
to  reduce  necessary  CPP  contribution  rates  correspondingly  declines. 

Provincial  governments  benefit  from  CPP  investment  earnings  because 
they  can  meet  varying  portions  of  their  CPP  interest  payment 
obligations  by  borrowing  the  amount  of  their  interest  payments  not 
needed  to  finance  CPP  benefits.  As  indicated  in  Table  23,  the 
provinces  were  able  to  borrow  back  $2,687  million  or  81  percent  of 
their  $3,301  million  CPP  interest  payments.  The  estimated  minimum 
percentage  of  interest  payments  that  can  borrowed  back  under  the  new 
CPP  financing  agreement  is  50  percent  and  this  is  projected  to  occur 
in  years  1989  and  1990. 
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Year 

1986 

1987 

1988 

1989 

1990 

1991 

1992 

1993 

1994 

1995 

1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

2007 

2008 

2009 

2010 

201 1 

2012 

2020 

2035 

2030 


TABLE  23 


IMPACT  CPP  INVESTMENT  EARNINGS 
HAVE  ON 

CPP  CLIENT  GROUPS  0 


CONTRIBUTORS  PROVINCES 


Percentage  Point  Reduction  Percentage  of  CPP  Investment 

in  Legislated  CPP  Contribution  Earnings  Available  to 

Rate  Below  Paygo  Rate _  Finance  CPP  Interest  Payments 


0.45 

81 

0.96 

62 

1.18 

53 

1.26 

50 

1.23 

50 

1.14 

54 

1.11 

55 

1.04 

58 

1.01 

58 

0.98 

58 

0.95 

58 

0.92 

58 

0.88 

59 

0.84 

59 

0.80 

60 

0.74 

61 

0.69 

61 

0.61 

64 

0.55 

66 

0.48 

69 

0.45 

70 

0.42 

70 

0.41 

71 

0.41 

69 

0.43 

67 

0.48 

62 

0.22 

68 

0.01 

101 

0.20 

84 

0.38 

67 
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Allocation  of  CPP  Social  Investment  Returns  to  Client  Groups 

The  dollar  value  of  CPP  investment  earnings  may  be  too  narrow  a 
definition  of  the  returns  to  CPP  financed  investments.  A  more 
appropriate  definition  would  include  the  very  broad  and  often 
impossible  to  measure  returns  that  CPP  investments  have  generated  for 
Canadian  society  since  its  introduction  in  1966.  The  existence  of  the 
current  CPP  investment  fund  can  be  attributed  largely  to  the  need  of 
the  provinces  to  finance  an  unprecedented  expansion  of  social  capital 
during  the  mid-60's. 

The  authors  of  this  study  could  not  find  specific  studies  on  the 
social  investment  returns  of  the  Canada  Pension  Plan.  However,  the 
Government  of  Ontario  in  1978  issued  a  budget  paper  that  indicate  the 
nature  of  the  public  sector  capital  financed  from  its  sources  of 
public  and  non-public  borrowing  including  the  CPP.  Public  capital 
investment  was  categorized  under  five  general  headings; 

Buildings;  schools,  libraries,  universities, 
community  colleges,  hospitals,  health  centres, 
laboratories,  housing  products,  homes  for  the  aged, 
day  nurseries,  police  communication  facilities, 
courthouses,  jails,  detention  centres,  recreational 
and  cultural  facilities,  railway  stations,  transit 
shelters  and  offices  etc. 
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Transportation  Vehicles;  buses,  subway  cares, 
streetcars,  and  other  vehicles. 

Other  Physical  Assets:  roads,  highways,  bridges, 
tunnels,  overpasses,  dams,  subways,  drainage  and 
flood  control,  water  and  sewer  facilities,  waste 
disposal  facilities  etc. 

Land:  rights-of-way  and  land  banking. 

Financial  Assets:  mortgages,  commercial  loans  to 
industry  and  equity  investments. 

The  total  social  return  on  these  investments  is  probably  not 
adequately  measured  by  the  dollar  return  on  the  GPP  investment  fund. 

To  this  dollar  return  must  be  added  the  benefits  that  accrue  to 
society  as  a  whole  from  a  comprehensive  social  capital  infrastructure. 
For  example,  Ontario’s  dominant  position  in  manufacturing  and  high 
technology  could  not  exist  without  the  support  of  the  publicly 
financed  road  system  to  move  both  raw  material  and  finished  goods,  and 
a  publicly  financed  educational  system  to  ensure  individuals  have  the 
human  capital  to  develop  and  work  with  new  technologies. 
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2. 


Public  Sector  Employment  Plans 

Focused  Membership 

Pension  plans  sponsored  by  public  sector  employers  differ  from  the  CPP 
because  they  have  been  established  for  a  focused  and  more  homogeneous 
membership.  A  focused  client  group  allows  benefit  and  financing 
arrangements  to  be  designed  to  meet  the  specific  needs  and  objectives 
of  the  covered  groups.  CPP  benefit  and  financing  arrangements  have 
been  established  to  meet  the  broad  pension  policy  and  financing  goals 
of  the  federal  government  and  the  ten  participating  provinces. 

Public  sector  plans  differ  from  their  private  sector  counterparts  in 
the  high  degree  of  pension  coverage  afforded  public  sector  employees. 
Table  24  indicates  that  in  1976  public  sector  pension  plans  covered 
94.8  percent  of  male  and  female  employees  employed  in  the  federal, 
provincial  and  municipal  sectors.  By  contrast,  only  39.1  percent  of 
employees  in  Ontario's  private  sector  have  employment  pension  plan 
coverage.  While  the  estimates  are  10  years  old,  the  essentially 
static  coverage  of  private  sector  employees  over  the  decade  suggest 
the  estimates  are  still  valid. 

The  above  94.8  percent  coverage  statistic  applies  to  coverage  of 
employees  in  the  three  public  sectors  because  labour  force  data  does 
not  precisely  between  federal,  provincial  and  municipal  employment. 
However,  rough  estimates  undertaken  on  behalf  of  the  Royal  Commission 
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on  the  Status  of  Pensions  in  Ontario  indicate  that  coverage  of 
provincial  and  municipal  employees  can  run  as  high  as  98  to  99 
percent . 

Limited  Government  Guarantee 

Unlike  the  CPP,  not  all  Ontario  public  sector  pension  plan  benefits 
are  guaranteed  by  government  taxing  authority.  The  legislative  review 
in  Part  I  indicates  that  only  the  benefits  of  the  TSF,  PSSF  and  SAF 
are  guaranteed  by  the  Government  of  Ontario  through  claims  on  the 
Province’s  Consolidated  Revenue  Fund.  Other  Ontario  public  sector 
plans  do  not  have  this  direct  legislative  guarantee,  albeit  the 
Government  may  be  interpreted  as  the  indirect  guarantor  in  the  event 
one  of  the  plans  are  not  able  to  meet  its  pension  obligations. 

The  pension  promises  of  public  sector  plans  other  than  the  TSF  and 
PSSF,  including  OMERS,  HOOPP  and  Hydro,  are  backed  by  the  marketable 
investments  accumulated  by  the  fund  on  behalf  of  their  plan 
memberships . 

Benefits  and  Financing  Sensitive  to  Investment  Performance 
In  contrast  to  the  CPP,  the  benefit  and  contribution  rates  of  public 
sector  pension  plans,  including  the  TSF  and  PSSF,  are  related  to  the 
investment  earnings  of  the  plan.  This  is  because  public  sector  plans 
are  funded  and  the  investment  earnings  on  the  fund  are  used  to  help 
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finance  benefits  and/or  supplement  contributions.  If  investment 
earnings  increase,  then  contribution  rates  can  be  reduced,  benefits 
can  be  raised  or  there  can  be  a  combination  of  benefit  increases  and 
contribution  rate  reductions.  Reduced  investment  returns  have  the 
opposite  effect. 


TABLE  24 


COVERAGE  OF  PAID  WORKERS  IN  ONTARIO 
AGE  18  -  64  BY  SECTOR  AND  SEX 
(1976) 


(Percent) 


Sector 

Men 

Woman 

Both  Sexes 

Public 

92.3 

98.4 

94.8 

Private 

49.4 

21 .7 

39.1 

Both 

57.8 

38.6 

50.4 

Source:  Report  of  the  Royal  Commission  on  the  Status  of  Pensions  in 

Ontario ,  1981 . 
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3. 


Policy  Decision  Characteristics  of  CPP  and 
Public  Sector  Plans  Affecting  Investment 


Table  25  summarizes  the  fundamental  characteristics  of  the  CPP 
and  Ontario  public  sector  employment  pension  plans  which  affect 
investment  policy  considerations.  The  principal  consideration  is 
whether  to  use  the  CPP  investment  fund  and/or  Ontario  public 
sector  employment  pension  investment  funds  to  enhance  Ontario's 
economic  performance. 

First,  the  CPP  is  universal.  Membership  is  compulsory  and  all 
members  face  the  same  contribution  and  benefit  structure.  Public 
sector  pension  plans  are  not  universal  and  they  have 
heterogeneous  contribution  and  benefit  structures. 

Because  economic  enhancement  is  a  broad  public  policy  goal  aimed 
at  helping  the  overall  population,  a  universal  plan  should  be 
used.  Using  fund  of  a  particular  plan,  such  as  the  TSF  or  PSSF, 
would  mean  employing  the  savings  of  one  segment  of  Ontario's 
population  for  the  potential  benefits  of  the  whole  Ontario 
population.  This  would  be  unfair  to  the  affected  public  sector 
employee  group. 

Second,  CPP  benefits  are  guaranteed  by  the  taxing  authority  of 
the  participating  governments.  However,  only  the  TSF  and  PSSF 
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benefits  are  explicitly  guaranteed  by  government  taxing 
authority.  Other  Ontario  public  sector  plans  do  not  have  this 
direct  guarantee. 

An  investment  policy  of  economic  enhancement  will  involve 
substantial  risks  to  affected  fund  and  therefore  the  related  plan 
participants  should  have  there  benefits  guaranteed  by  the 
government.  Currently  only  the  CPP,  TSF  and  PSSF  have  this 
guarantee . 

Third,  CPP  benefits  are  not  affected  by  investment  returns 
because  the  Plan  is  essentially  pay-as-you-go  financed.  All 
other  public  sector  plans,  including  the  TSF  and  PSSF,  are 
affected  by  investment  returns. 


TABLE  25 


COMPARISON  OF  THE  CANADA  PENSION  PLANS 

AND 

ONTARIO  PUBLIC  SECTOR  EMPLOYMENT  PENSION  PLANS 


Benefits/Financing 


Canada 

Division  Plan 


Public  Sector 
Employment 
Pension  Plans 


Universal 


Yes 


No 


Government  Guarantee 


Yes 


TSF,  PSSF  only 


Sensitive  to 

Investment  Return 


No 


Yes 
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A  public  policy  of  economic  enhancement  through  investment  fund 
management  that  resulted  in  variable  contribution  or  benefit  rates 
because  of  volatile  investment  returns  would  not  be  welcomed  by  the 
affected  plan  participants.  This  could  only  be  avoided  by  using  the 
CPP  investment  fund  since  its  investment  returns  currently  have  little 
influence  on  CPP  contribution  and  benefits  will  have  even  less 
influence  in  the  future. 

The  analysis  of  the  principal  characteristics  of  the  CPP  and  Ontario 
public  sector  employment  pension  plans  indicate  that  if  the  Government 
wished  to  promote  Ontario's  economic  development  through  directed 
investments,  the  usage  of  the  CPP  fund  would  be  most  defensible.  The 
CPP  is  universal,  its  benefits  are  guaranteed  and  its  benefits  and 
contribution  rates  are  not  affected  by  investment  returns. 
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